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Editorial material in THE CONTROLLER is 
selected in accordance with the following: 


CONCEPT OF MODERN CONTROLLERSHIP 
of Controllers Institute of America 


1. To establish, coordinate and maintain 
through authorized management, an integrated 
plan ioe the control of operations. Such a plan 
would provide, to the extent required in the 
business, cost standards, expense budgets, sales 
forecasts, profit planning, and programs for 
capital investment and financing, together with 
the necessary procedures to effectuate the plan. 


2. To measure performance against approved 
operating plans and standards, and to report 
and interpret the results of operations to all 
levels of management. This function includes 
the design, installation and maintenance of 
accounting and cost systems and records, the 
determination of accounting policy and the 
compilation of statistical records as required. 


3. To measure and report on the validity of 
the objectives of the business and on the effec- 
tiveness of its policies, organization structure 
and procedures in attaining those objectives. 
This includes consulting with all segments of 
management responsible for policy or action 
concerning any phase of the operation of the 
business as it relates to the performance of this 
function. 


4. To report to government agencies, as re- 
quired, and to supervise all matters relating 
to taxes. 


5. To interpret and report on the effect of 
external influences on the attainment of the 
objectives of the business. This function in- 
cludes the continuous appraisal of economic 
and social forces and of governmental influ- 
ences as they affect the operations of the 
business. 


6. To provide protection for the assets of 
the business, This function includes establish- 
ing and maintaining adequate internal control 
and auditing, and assuring proper insurance 
coverage. 
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All-transistorized Honeywell 800 — the only all-purpose medium-scale data processing 
system that starts economically, expands with your needs, and cannot be outgrown. 





ONLY HONEYWELL 8OO 


CAN GIVE YOU THESE 


S IMPORTANT ADVANTAGES 


The most conservative experts in business data process- 
ing recognize the all-transistorized Honeywell 800 as an 
advance of the first magnitude. 

We believe the bold statements you’re about to read 
will convince you Honeywell 800 merits your company’s 
immediate investigation, whether you are now using 
— or considering — an electronic data processing system. 


1. Honeywell 800 can do up to 8 different, independ- 
ently programmed jobs simultaneously — business, 
scientific, or both. Now you can run off a payroll, up- 
date inventory, and schedule production all at once, and 
all as independent jobs. And you can solve a scientific 
problem, too — while this data processing is going on. 


2. Honeywell 800 processes small volume applications 
economically. Only a minimum amount of equipment 
is needed to capitalize on Honeywell 800’s tremendous 
speed and parallel processing ability. Hence, relatively 
small companies can reap the benefits of this System. 


3. Honeywell 800 can expand its capacity in small, 
economical stages. The basic capacity of Honeywell 
800 can be expanded indefinitely to accommodate your 
company’s long-range growth. It can be increased at any 
time in small steps and at small cost. You need never 
make additions you can’t efficiently and profitably use. 


4. Honeywell 800 can grow without limit to meet your 
future needs. You can’t outgrow Honeywell 800. Its tre- 
mendous potential capacity plus its ability to operate 
more than a dozen data processing devices simultaneously 
make it your profitable partner indefinitely. 


5. Honeywell 800 ends the problem of reprogramming 
(with its heavy costs). Honeywell 800’s ability to ex- 
pand without limit means you will never have to pay the 
stiff price of reprogramming. Nor are complex programs 
needed to utilize the full efficiency of the system’s 
parallel processing; a single powerful control unit super- 


vises each independent operation speeding in parallel. 


6. Honeywell 800 can process many business jobs 
independently, in no more time than it takes to do the 
longest job alone. ‘Automatically controlled parallel 
processing” enables you to utilize the high speeds of 
Honeywell 800 with maximum efficiency. Your processing 
needn’t wait for such relatively slow mechanical opera- 
tions as card reading or printing. 

7. Honeywell 800 can solve complex scientific prob- 
lems more efficiently than computers marketed for this 
purpose. We conservatively estimate that Honeywell 800 
is 30% more efficient as a scientific computer than the 
best-known scientific computers commercially available. 
(And remember, Honeywell 800 can solve scientific prob- 
lems while it processes business data.) 


8. Honeywell 800 can process more data per dollar in 
a working day than any other system. Competitively 
priced, Honeywell 800 can process your entire day’s work 
smoothly and on schedule by operating your key pro- 
grams in parallel and controlling them automatically. In 
any working day Honeywell 800 can process your data 
at less cost than any other system. 

Both the equipment and the programs of Honeywell 
800 are backed by years of experience — and the kind of 
service you have come to expect from Honeywell. As with 
the Honeywell DATAmatic 1000, this exciting new sys- 
tem can be leased or purchased. 

For full details and specifications of Honeywell 800, write 
Minneapolis-Honeywell, DAT Amatic Division, Dept. C1, 
Newton Highlands 61, Massachusetts. 


Honeywell 
DATAmatic 


ELECTRONIC DATA PROCESSING 
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THE EDITORS WRITE TO THE READERS 


Readers of this page have no doubt 
noted that we often reproduce letters re- 
questing permission to reprint certain 
articles from THE CONTROLLER. Ob- 
viously, we want all our readers to know 
that the articles are well received and have 
a distribution and use beyond the normal 
readership. 

Our basic reason, however, for carrying 
these requests is to show how the edito- 
rial material can be used to further the 
knowledge and practice of controllership. 

The fact that our articles are used in 
text books, in management courses con- 
ducted by graduate schools, in special 
training courses conducted by companies, 
and in courses conducted by other organ- 
izations should indicate that the material 
is authoritative and newsworthy. 


To give you an idea of the many uses 
of the material from THE CONTROLLER, 
we are carrying some letters which have 
been recently received. One of the inter- 
esting things is that the requests to reprint 
are not just on current articles but often 
on articles which appeared years ago and 
are still considered the best on the subject. 


USED BY COMPANIES 


Editors, THE CONTROLLER: 

We are in the process of developing a 
management course for members of our 
middle-management group throughout the 
company. The course will consist of a 
two-week session devoted to the analysis 
of case problems, some of which will be 
devoted to the subject of control. 











CHICAGO 


Sap 
Depreciation and Depletion Studies 
Valuations and Appraisals 
Organization and Business Reports 
Securities Registration Investigations 


Design and Construction 
Industrial Engineering 


For, Bacon & Davis 


Engineers 


39 BROADWAY, NEW YORK 6, N. Y. 
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As reference material, we would like to 
have your permission to reproduce the 
following articles from THE CONTROL. 
LER: 

“Financial Implications of Growth” by 
J. Fred Weston from the March 1958 js. 
sue; “The Advertising Budget’’ by Frank 
D. Robinson from the August 1958 issue; 
“Problems of Cost Control Under Vary. 
ing Volume Conditions” by Franklin R, 


- Ehmann from the September 1958 issue. 


We feel that these are particularly good 
reference articles; they were suggested to 
us by our controller, Wayne Keller. 

T. G. NEWTON 
Assistant General Manager 
Personnel Administration Department 
Armstrong Cork Company 
Lancaster, Pennsylvania 
e 
Editors, THE CONTROLLER: 

May we have permission to reproduce 
700 copies of Maurice S. Newman’s ar- 
ticle on “Cost Accounting and Com- 
puters” which appeared in your May 1958 
issue of THE CONTROLLER? We'd like to 
send copies to all financial personnel in 
our more than 100 operating departments 
who are responsible for the cost account- 
ing function and also those who are con- 
cerned with the utilization of computers. 
Appropriate credit lines would, of course, 
be included in our letter of transmittal. 

C. E. LUDKE 
Manager, Office Service & Publications 
General Electric Company 
Schenectady, N. Y. 

e 
Editors, THE CONTROLLER: 

We would like permission to reprint 
the article “Internal Auditing Objectives” 
by Donald S. Grubbs, which appeared in 
the February 1946 issue of THE CON- 
TROLLER, for our internal audit staff. 

J. T. REEVE 
Union Carbide Nuclear Company 
Oak Ridge, Tenn. 


USED BY AN INSTITUTE 
Editors, THE CONTROLLER: 

We would appreciate having your per- 
mission to reproduce for distribution to 
the MAPI Insurance Council the text of 
the article in your January 1955 issue of 
THE CONTROLLER by Edwin E. McCon- 
nell and William H. Perks entitled “When 
Disaster Strikes.” 

FRED E, SHAND 
Machinery and Allied Products Institute 
Washington, D. C. 


USED BY AUTHORS 


Editors, THE CONTROLLER: 

You published an article by John L. 
Carey, executive director of the ‘AICPA, 
titled ‘“‘Defalcation in Relation to Audit, 
Internal Control and Fidelity Bonds” in 


(Continued on page 154) 
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LAWRENCE M. READ, secretary-treasurer of National Credit Office, Inc., in NCO file room containing thousands of financial reports for client consumption. 


National Credit Office, Inc., Gets Higher 
Quality at Lower Cost, Reproducing... 


National Credit Office, Inc., 2 Park 
Avenue, New York City, the largest 
specialized mercantile agency in the 
country, distributes detailed financial 
statements and reports to its clients on 
a year-round basis. Additionally, it 
makes available to them fully docu- 
mented market surveys, some running 
more than 100 pages, on specific indus- 
tries such as electronics, textiles, auto- 
motive, etc. 

A third service is the annual updat- 
ing and reproduction of a 367-page 
manual used in a correspondence 
course on credit and financial analysis. 

Before NCO installed XeroX® Mod- 
el 1218 copying equipment, time limi- 
tations made it necessary to condense 
into retyping much of the interesting 
detail in the original reports. 

Now at NCO, the Model 1218 


equipment copies two original pages 
at a time onto an 11”x17” offset paper 
master. Each master is cut in two, and 
multiple copies are then run off on an 
offset duplicator. Runoff prints are of 
high quality—sharp black on white. 

Model 1218 copying equipment op- 
erates on the electrostatic principles of 
xerography and is dry, clean, and fast. 
It is able to enlarge, reduce, or copy 
size to size. 

Credit managers find all details, even 
signatures, exactly as originally submit- 
ted to NCO. NCO says the quality of 
reproduction, a prime selling point for 
its service, is excellent. 

Xerography’s speed and accuracy en- 
able NCO to handle peak loads effi- 
ciently, especially during the first quar- 
ter when most financial statements are 
received. Girls operating the Model 


®@ SPECIAL CREDIT REPORTS 

® MARKET RESEARCH DATA 

e@ CORRESPONDENCE COURSES 
IN CREDIT AND ANALYSIS 


1218 equipment prepare more than 
50,000 masters a year, effecting a sav- 
ing of 50% in reproduction costs com- 
pared with their previous photographic 
method. 

Xerography, the world’s most versa- 
tile copying process, can help you, too. 
Write for proof-of-performance folders 
showing how xerography is saving time 
and thousands of dollars for companies 
of all kinds and sizes. HALoID XEROX 
Inc., 59-124X Haloid Street, Rochester 
3, N. Y. * Branch offices in principal 
U.S. and Canadian cities. 

Overseas: Rank-Xerox Ltd., London. 


HALOID 
XEROX 
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your March 1947 issue of THE CONTROL- 
LER. I propose to reproduce this article in 
full as an appendix in a forthcoming book 
—“Principles of Audit Surveillance” — 
which I have written and which is under 
contract for publication by the D. Van 
Nostrand Company, Inc. 

Your article was reprinted in the April 
1947 issue of the Journal of Accountancy 
accompanied by an editorial ““How to Pro- 
tect Business Against Defalcations.” I 
contemplate reproducing the editorial and 
your article as expressions of the present 
position of the accounting profession with 
respect to protection from employe frauds. 
May I have your permission to reproduce ? 


HarvVEY CARDWELL, CPA 
Los Angeles, Calif. 


Editors, THE CONTROLLER: 

Your August 1957 issue included an 
article, ‘Forecasting Your Inventory,” 
which I had written. I am now writing a 
full-length text covering the field of pro- 
duction and inventory control. I should 
like to include this article as part of one 
chapter of my book. Would your Institute 
have any objections to my using the ma- 
terial in my book? It will be most helpful 


Forthcoming Features 


IN THE CONTROLLER 


%& BASIC COST ACCOUNTING 
FOR MANAGERIAL CONTROL 


te NUMBERING NUMBERS 


ye VARIABLE BUDGETS: THEORY AND PRACTICE 








to me, if I do not have to rewrite the sub- 
ject matter. 


R. L. VANDEMARK 
St. Clair, Michigan 


USED BY U.S. ARMY 


Editors, THE CONTROLLER: 

Continued preparation of articles in 
notebook form for participants at our 
training conference on executive develop- 
ment has revealed an additional article we 
would like to use as part of the material 
on the subject of financial management. 
Therefore, we further request permission 
to use “Hunting the Controller’ by 
W. M. V. Ash published in the Decem- 
ber 1957 issue of THE CONTROLLER. 


B. D. HULL 

Civilian Personnel Officer 
Corps of Engineers, U.S. Army 
Washington, D. C. 


USED BY UNIVERSITIES 


Editors, THE CONTROLLER: 

I found your article “Capital Expendi- 
ture Evaluation” by Frank Schwab, Jr., in 
the August 1958 issue of THE CONTROL- 
LER to be a first-rate survey of the basic 
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ideas of capital budgeting. I would like to 
use this article as a required reading in our 
Executive Program. I would appreciate it 
if I might have your permission to dupli- 
cate the article so that each member of the 
class may have a copy. In addition, I am 
in the process of putting together a book 
of readings in the field of finance and 
would like to include the article in that 
book of readings. 

Congratulations on a very good article 
and for your author’s contribution to the 
literature. 


J. F. WEsTON 

Professor of Finance 

School of Business Administration 
University of California 

Los Angeles, Calif. 


Editors, THE CONTROLLER: 


_ I would like permission to reproduce a 
few passages for our Small Business Ex- 
ecutive Training Program, cosponsored by 
SBA, Washington, D. C., from “Capital 
Expenditure Evaluation” by Frank 
Schwab, Jr. (August 1958 issue of THE 
CONTROLLER). This will be mimeo- 
gtaphed and used only by the class. 


Dr. P. T. SWANISH 

Chairman, Dept. of Management 
Loyola University 

Chicago, III. 


USED BY A PUBLICATION 


Editors, THE CONTROLLER: 


We liked the article by T. G. Redman 
entitled “Simplified Wage Reporting and 
Cutting of Federal Report Costs’ pub- 
lished in the April 1958 issue of THE 
CONTROLLER and would like to reprint 
it. Suitable credit will be given, of course. 


ELIZABETH C. Moore 
Associate Editor 

The Journal of Taxation 
New York 


USED BY MANAGEMENT 
CONSULTANT 


Editors, THE CONTROLLER: 

I have a copy of an article titled “The 
Planning and Control Concept’’ by James 
L. Peirce from the September 1954 issue 
of THE CONTROLLER. I would like to 
have your permission to duplicate this 
article for distribution to my students at 
TCU and SMU and conferees attending 
management conferences I conduct. 

I would like to take this opportunity to 
express my gratitude to Mr. Peirce for his 
helpful ideas on the function of the con- 
troller. 


FREDERICK G, DISNEY 
Management Consultant 
Fort Worth, Texas 

* * * 


How can you use the material published in 
THE CONTROLLER? 
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Thumbs-down Profits 

An injury to a worker’s thumb can consume profits of al- 
most $250,000 in sales! 

That challenging statement was made by a speaker at a 
recent session of the Plant Maintenance and Engineering 
Show held in Cleveland. Others pointed out that industry's 
maintenance costs are mounting rapidly and now run as 
high as 17% of total sales in some categories, such as heavy 
metal fabricating firms. 

Maintenance and repairs in a year cost 687 surveyed 
companies $7.5 billion. Net profits of the same companies 
were $11.2 billion. About 25% of industrial maintenance 
cost is wasted, said another specialist, because of lack of un- 
derstanding of the maintenance function or use of improper 
methods. 


Needed: A New Relationship 
for Government and Business 

The time has come, in the opinion of Paul A. Reck, for 
the government-business relationship to be established on 
“a pattern of acceptable practice derived from experience 
and warranted by demonstrated good faith.’ The fact that 
one of the parties is a sovereign power should not prevent 
this desirable relationship which, basically, in Mr. Reck’s 
view, ‘needs be little different from that normally prevail- 
ing between buyer and seller.” 

Mr. Reck is assistant treasurer of Sperry Gyroscope Co. 
Division of Sperry Rand Corporation and a long-recognized 
authority in the fields of procurement, finance and taxes. 
His thoughts were presented in a recent issue of Govern- 
ment Contracts Review, in which he emphasized further 
that: 

“It is most important that the time-tested customs of in- 
dustry and business which have evolved and survived as a 
part of the great American economic structure be not lightly 
disregarded. No method of procurement contracting can be 
fundamentally sound if by operation of its terms it threatens 
the performance or even the continued existence of the 
supplier. 

“American business has not risen to its present stature 
solely because of the cash return from the profit factor in 
contract pricing. Industry was willing to take risks of doing 
business and it gambled that it could produce a better prod- 
uct at a reduction in cost. It had incentives in the profit 
factor. We need only to look at examples of industry in 
some other countries of this world of ours to find glaring 





instances of an industrial economy saddled with inefficien- 
cies and apathy because of the absence of normal incentives 
to produce. Government and industry as a whole are work- 
ing to resolve these problems. They can be solved if they 
are approached with will and understanding. Government 
people are just as sincere, capable, anxious and willing as 
industry representatives to iron out these problems.” 

In his conclusion he stressed that “defense contracting 
today is a necessary and important part of the economy and 
should not be regarded as an extraordinary or emergency 
nature.’ 


Accounting—Legal Practice Clarified 

The New York State Bar Association and the New York 
State Society of Certified Public Accountants have com- 
pleted a Joint Statement with respect to the interrelation- 
ship of the two professions, particularly in the tax field, and 
providing for machinery to resolve disputes which in the 
future may arise between them. While pointing out that 
certain areas of professional activity are solely within the 
competency of one profession or the other, and that certain 
other areas are within the competency of both, emphasis is 
placed upon the propriety in the public interest of close 
collaboration between members of both professions in those 
large areas, especially in the tax field, where the legal and 
accounting aspects are interrelated and overlap. 

The Statement also provides for the establishment of the 
Joint Practice Committee of Lawyers and Certified Public 
Accountants, which will be charged with the investigation 
of alleged improper interprofessional conduct by either a 
lawyer or a certified public accountant. The Committee will 
report its findings of the facts and where appropriate will 
make recommendations as to the disposition of matters be- 
fore it. 

Both organizations understand, as the Statement by its 
terms makes clear, that not every problem that exists or 
may arise between the two professions has been resolved. 
But both agree that the Joint Statement points the way to a 
better understanding between the two professions and will 
lead to closer cooperation between lawyers and certified pub- 
lic accountants in the State of New York—in addition to 
providing a model for similar action in other states. 


What Leadership Means 

Decision-making cannot be entirely a matter of formulas, 
mathematical or otherwise, says a British educator and man- 
agement expert in a recent book, ‘“The Making of Higher 
Executives: The Modern Challenges.” 

On the other hand, he observes, “‘leaderless’’ activity re- 
sults from an endeavor to secure the concurrence of all in- 
volved in the decision-making process and in the decision 
itself. 

The answer? Judgment is still the basic requirement of 
“the man at the top.” 

Truly, leadership is still a lonely state! 

—PAUL HAASE 
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Hughes Aircraft Company Travelers 
Use The Traveletter’ System 


Mr. Edgar King, BS EE, shown above, Field Engineer for Hughes 
Aircraft Company, is one of 300 technical consultants to the U. S. Air 
Force organizations. These Hughes Engineers travel all over the world 


in the performance of their duties. 


To expedite their world wide travels and to maintain a constant and 
close liason between them and our Air Services, Hughes Aircraft trav- 
elers carry a Traveletter® Authorization. Their Traveletter Authori- 
zation makes it easy for Hughes travelers to cash their Travelorder® 


drafts anywhere they go. 
® The Traveletter System reduces cash advances, saves accounting 


Traveletter time, prevents lost time, and builds the morale of travelers. 


Tbe sudan wecn: ter handling Used by companies employing from 1 to 1000 travelers, including 
travel expenses... Since 1894 United Aircraft Corporation, American Cyanamid Co., Western Elec- 
tric Co., Alexander Smith Inc., Kendall Mills, A. B. Dick Company 


Descriptive Brochure on Request... and many others. 


Traveletter—Reg. U. S. Pat. Off. « Travelorder—Reg. U.S. Pat. Off. 
TRAVELETTER CORPORATION @© GREENWICH 2, CONNECTICUT 
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Controller Communication With Top Management 


Joseph Pelej 


OMMUNICATION with top management 
C calls for the exercise of every bit of 
imagination at our disposal and a willing- 
ness and readiness to subordinate all other 
considerations to those of meeting, as best 
we can, the requirements of management. 
A recent report on an informal round- 
table conference of a score of presidents 
of companies with sales ranging from a 
few million dollars a year to hundreds of 
millions annually stated that what these 
men wanted to discuss most was how to 
best size up the performance of their man- 
agement personnel and what measuring 
sticks to use. The vital questions seemed 
to be: 

How can I know what is really going 
on in my company? 


What system of review can I set up that 
will warn me of trouble before it gets too 
Serious ? 


And there was evident serious concern 
over problems having to do with system- 
atic planning and adequate and efficient 
communication throughout the organiza- 
tion. 

The majority of talks that we hear and 
articles that we read on the subject of 
communication with top management is 
devoted almost entirely to a discussion of 
written reports. Seldom, if ever, is the 
important matter of oral communication 
dealt with.* This stems perhaps from the 
fact, borne out by our experience, that the 
authors—controllers and industrial ac- 
countants for the most part themselves— 
traditionally look upon the written report 
as their sole and conventional means of 
communication with top management. 
Yet I am firmly of the opinion that oral 
communication is equally important, if 
hot more important, than the written re- 
port. 

* See Mills, Glen E., “Making Controllers 
erate,” THE CONTROLLER, March 1954, 
p. ; 


ARE YOU TOO BUSY 
TO COMMUNICATE? 

The principal point to make in regard 
to oral communication with top manage- 
ment is one of time. Ask yourself this 
question: 

Am I too busy to communicate? 


I don’t know what your answer is but, 
based on my own observation, I would be 
willing to bet that if a representative 
group of controllers answered this ques- 
tion very frankly the answer would be 
“yes’’ in an astonishingly large number of 
instances. 

One of the most important things that 
a controller can do is to keep completely 
free of all routine matters and detail. You 
might ask what this has to do with com- 
munication. A great deal. It emphasizes 
the importance of being at all times avail- 
able for communication. Not nearly so 
many controllers hold the title of vice 
president as do the heads of other major 
departments, such as production and sales, 
and the reason for this may be that, being 
accountants, many controllers were so 
strongly ‘accounting oriented” that, in 
the early days of their careers at least, they 


Oral communication, frequently 
overlooked, is equally impor- 
tant, if not more important 

than the written report 


failed to gain greater acceptance for them- 
selves on the management team. 

Modern business and industry has no 
use for the “bookkeeper” type of account- 
ing executive who, as he moved up 
through the ranks, forgot to divest him- 
self of a lot of routine duties. Conse- 
quently, when management does have a 
problem where the controller should be 
consulted, this type of accounting head 
should not be surprised to learn that the 
reason he was not invited to participate 
was because the president said to his as- 
sociates, “Don’t bother him; he’s too 
busy.” 


COMMUNICATION THROUGH 
INDIVIDUAL CONVERSATION 
AND CONFERENCES 

All this involves oral communication 
through either individual conversation or 
through conferences. As far as individual 
discussion is concerned, oral communica- 
tion in this day of large and complex busi- 
ness operations has a far more restricted 
use than it did when one man could run 
a business and know he could talk to all 
his people. As we know, the president of 
a large corporation cannot communicate 
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orally in a useful business way with per- 
haps more than 15 of the officers. With 
them, this form of communication is 
basic, of course. He formulates policies, 
molds programs and discusses immediate 
problems with them in person, and it is 
through oral communication that a por- 
tion of the control he must exercise is ini- 
tiated. The other form of oral communica- 
tion is the business conference. I use the 
word “conference” to include all types 
and forms of business meetings and get- 
togethers. Conferences have become ex- 
tremely important media of communicat- 
ing. They have become so common of late 
years that there have been a few unkind 
remarks made about them. While many 
so-called conferences have degenerated, I 
hasten to say that, by and large, the con- 
ference as a means of communicating in 
business must still be regarded as of basic 
importance. Even in the most limited and 
specific areas of business and manage- 
ment’s problems, the conference has be- 
come a basic means of communicating. 
From the sales meeting to the board of di- 
rectors, many of the most far-reaching 
and important management decisions are 
formulated and communicated in and 
through conferences. 


THE BASIC PRINCIPLES 
OF COMMUNICATION 

Since oral communication is so impor- 
tant in the conduct of present-day busi- 
ness, let us get down to a few funda- 
mentals. Our success in communicating 
depends pretty much on how well we ob- 
serve these few principles: 


1. Clarify your ideas; make sure of 
what you want to say. 


2. Believe in what you say. 

3. Make sure of your purpose; decide 
what you want to accomplish and make 
sure that your presentation is logical and 
practical. 

4. Listen and actually hear; ask the 
other man’s views; and /isten to them. 

5. Be direct and come to the point 
quickly and simply. 


These are simple, self-evident rules but 
it is amazing how frequently they are en- 
tirely disregarded. 


MAKING WRITTEN REPORTS 
MORE EFFECTIVE 

With more and more extensive use of 
written instruments as primary vehicles of 
information, paperwork has enormously 
increased. All levels of management are 
now inundated with paper, much of it 
unnecessary or worthless. Top executives, 
in particular, receive much of the infor- 
mation in the form of written reports. 

One chief executive receives hows three 
to five cubic feet of reports each month. 
If this mass of data were reduced to four 
or five pages of key information, not only 
would this executive have time to absorb 
it but, more important, time to act on it. 
Not so long ago, I saw a monthly report 
of about 150 pages. It included an ap- 
pendix of some 50 pages of trial balances 
of the general ledger and subsidiary ledg- 
ers and another appendix of about 10 
pages of detailed transcripts of data from 
the property ledger, and so on. Certain 
of the schedules were prepared for one 
official who said he never used them but 
only filed them. It appeared that the off- 
cial who had originally asked for the re- 
port had not needed it for years but, in- 


“ONWARD AND UPWARD .. .” 


According to a projection of the nation’s population and 
education levels charted by the National Industrial Confer- 
ence Board, 95 million Americans, or 55% of the U.S. 
population 15 years of age and over, may hold high school 
diplomas by 1980. In 1950, only 38 million citizens, or 
35% of the population in this age group, had completed 


high school. 


Future estimates also show that by 1980 college gradu- 
ates will number nearly 15 million, representing 10% of 
the population 20 years and over; in 1950 only 6 million, 
or 6% of the persons in this age group, had earned degrees. 
About one out of every four men over the age of 25 will 
have had some college training by 1980 compared to one in 
seven in 1950. Increased education at the college level is 
also in store for the American woman; one female out of 
six over the age of 25 will have entered college class rooms 
by 1980, compared to only one in eight in 1950. 
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stead of causing it to be discontinued, had 
directed that it be sent to another official 
who, not knowing what to do with it, de. 
cided to file it. I am inclined to think that 
an elaborate and extensive monthly report 
is almost invariably prima facie evidence 
that it contains much which is unnecessary 
or useless and that excessive clerical costs 
are involved in maintaining the related 
records and in preparing the reports. 

True enough, length alone is not the 
sole yardstick by which to measure the 
quality of reports. If all the information 
is essential to running the business and 
if it is presented in the most concise man- 
ner egg we should not be critical if 
it takes a large number of pages to accom. 
plish this purpose. But this rarely hap- 
pens. More than likely the bulky document 
contains a large mass of data which, at 
best, can be classified as reference material 
but hardly deserves to be called current 
information. 

On the other hand, the controller has 
at his disposal real information that is of 
the utmost importance to management— 
information that in most cases cannot be 
gathered by any other department. The 
problem is to present it in such a manner 
at such times that it can readily be used 
as a basis for making intelligent decisions 
and taking necessary corrective actions. 
This often means that you must depart 
from what you or your predecessors may 
have been doing for years and turn to 
new techniques of evaluating plans and 
performance and of presenting the infor- 
mation. 

Of course, there is no single technique 
that will bring about a reduction in the 
volume of reports and at the same time 
increase their effectiveness. Rather, what 
is needed is a combination of several tech- 
niques applied in proper balance to meet 
specific situations and the needs of indi- 
vidual managers. The main features of a 
modern reporting system can perhaps be 
summed up as being 


1. Reporting by exception; 

2. Increasing the summary data and de- 
creasing the detail at each successive level 
of management; 

3. Providing targets and yardsticks 
against which to measure performance; 

4. Utilizing charts and graphs; and 

5. Interpretive comment in written or 
oral form to highlight the salient features 
of the story told in the figures and sym- 
bols in the reports and statistical tabula- 
tions. 


REPORTING BY EXCEPTION 

Obviously, as operations expand and 
the area over which control must be ex- 
ercised expands, it becomes impossible 
for executives to oversee, check and fol- 
low up every detail of the operations. 
Therefore, in furnishing information to 
executives for their use as control tools, 
let us carefully distinguish between those 
things that are progressing satisfactorily 
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according to plan, and consequently re- 
quire little or no attention, and those 
which do not progress satisfactorily and 
call for management action. 

Thus, in applying the “exception”’ prin- 
ciple, normal or routine situations are 
given little prominence, but unusual or 
exceptional situations are stressed and 
supported by explanatory comments. If 
there are no significant exceptions to re- 
port, it is well to say so in a letter of 
transmittal or other appropriate medium 
so that the executive may not waste his 
time in plowing through statement after 
statement only to find out what he could 
have been told in a few words in the first 
place. 

In general, figures in statements and 
schedules should be so arranged that they 
highlight the essentials for quick and easy 
recognition. This means, to use just one 
single but frequently encountered ex- 
ample, that expenses should be arranged 
by the more important classifications 
iather than in alphabetical sequence be- 
cause they happen to be listed in that or- 
der in the general ledger. 


REPORTING SUMMARY DATA 

Another point worth giving more at- 
tention to is the presentation of more 
summary data and less detail at each suc- 
cessive management level. Obviously, dif- 
ferent data are needed, for example, by 
the sales manager, the manufacturing 
manager, and the engineering manager. 
But even in the same department different 
levels of authority exist which require 
different types of control information. As 
a general rule, reports should contain the 
minimum instead of the maximum of in- 
formation. A good report should be just 
long enough to get the story across clearly 
and concisely—no longer. So begin your 
report with a summary that gives the gist 
of its contents without requiring that it 
be read in its entirety. The summary 
serves thus as an index to the main text. 


PROVIDING TARGETS 
AND YARDSTICKS 

Information relating to costs and ex- 
penses should be shown in a way which 
enables management to see almost at a 
glance whether performance has been good 
ot bad. This, of course, means compari- 
son with reasonable targets or yardsticks 
—in other words, budgets and standards. 
The responsible manager at whatever 
level, is vitally interested in the qual- 
ity of his performance—but he shouldn’t 
have to figure it out for himself. Nothing 
is more conducive to a disregard for re- 
ports which are cluttered with figures 
which have nothing to do, either directly 
or indirectly, with the operations for 
which the recipient of the report is re- 
sponsible. This is particularly true of re- 
ports to the lower level of management. 

The slavish adherence to the dollar 








sign is another reason why so many re- 
ports fail in their purpose. Looking at 
some reports, you get the impression that 
the men who prepared them were inter- 
ested only in their arithmetical accuracy. 
It is surprising, however, how many things 
that add up to the bookkeeper don’t “add 
up” to the top executive. In many cases, 
other units of measurement, such as units 
of production, number of machine hours, 
etc., will make the report more meaning- 
ful and useful. Concise comment and ex- 
planation should accompany any unusual 
item. 


UTILIZING CHARTS AND GRAPHS 

The effectiveness of charts and graphs 
cannot be overemphasized. This type of 
presentation can sometimes clearly and 
simply demonstrate relationships that it 
would take pages to describe. No one 
likes to read several pages of description 
and study columns of figures to get infor- 
mation which would be apparent from a 
moment’s look at a chart. Chart techniques 
have long been used in presenting over 
the long and short term such vital ratios 
as net income to sales, cost of sales to 
sales, return on investment, expenses to 
sales, total investment to working capi- 
tal, etc. They are also highly effective in 
presenting the story as to trends in ship- 
ments, inventory levels, unfilled orders, 
manufacturing variances, property expend- 
itures, etc. Break-even charts are used to 
good advantage in showing the relation- 
ship of costs to sales, particularly in high- 
lighting the sales volume which must be 
maintained to break even. These charts 
are usually prepared when significant 
changes in relationship of costs to sales 
occur. 
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the National Office as this edition went to press. Further 
details will be published in the May issue of THE CONTROLLER. 











COMPARING WITH ECONOMIC 
FACTORS AND COMPETITION 

Now, while management is vitally in- 
terested in its performance against estab- 
lished plans, it should also know how its 
performance measures up to existing gen- 
eral economic trends and how well it com- 
pares with what others in the same indus- 
try are doing. Useful economic yardsticks 
are readily available from various govern- 
ment sources. Some of the more common 
are gross national product, population and 
consumer disposable income. Many others 
are referred to daily in the Wall Street 
Journal and no doubt in your local paper. 
A study of these indices will reveal fac- 
tors against which you can measure the 
degree to which your company is keeping 
pace with general economic trends. In ad- 
dition to these general measurements, 
there is also a wealth of statistics related 
to specific industries. If these data are not 
available in sufficient detail, industry trade 
association statistics will often provide the 
information needed. The introduction of 
some of this statistical information into 
your reports may prove to be very useful. 
However, let me sound a word of caution. 
Study the available data carefully and se- 
lect only those which are most closely 
related to your particular situation. Also, 
try to avoid developing separate reports 
for making these comparisons. Instead, 
build them into your present reports. 


GETTING THE IDEAS ACROSS 

In the great majority of cases, the pur- 
pose of a report is to tell someone some- 
thing that he ought to know so as to get 
him to do something he ought to do. 


(Continued on page 202) 
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Here's the compact, cost-cutting an- 
swer to your office operations, such 
as billing, that require both typing 
and calculating—IBM’s 632 Elec- 
tronic Typing Calculator. » The IBM 
632 adds, subtracts, multiplies, car- 
ries totals, computes taxes, subtracts 
discounts, inserts decimal points, 
stores information in its magnetic 





core memory, and types out results 
—all automatically. » Yet the IBM 
632 is so simple to operate that any 
typist can learn to use it in minutes! 
And for use with more extensive data 
processing equipment, Punched Card 
Output is offered as an optional fea- 
ture. + For more information, call 
your local IBM representative today. 
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Financial Aspects of Inventory Control 


Charles F. Margeson 


O PARAPHRASE an old gag, “The only 
Dike in life which never change are 
death, taxes and inventory.” This is cer- 
tainly true for the thousands of operating 
executives who daily wrestle with the 
ge Standing at their side in the 

attle are the financial men who see the 
problem from a somewhat different aspect. 

This paper covers several areas. First, 
we shall examine the broadest financial 
aspects of inventory control; then look at 
some of the important cost considerations 
which concern the financial man. I shall 
then touch on some of the inventory meth- 
ods which the Controller's Department 
considers essential and a few of those 
being used at Emhart. Finally, I shall re- 
fer to some of the more advanced ideas 
which appear to have merit in the future. 

A clipping from the Wall Street Jour- 
nal of November 20, 1958 reports a sur- 
vey made of nearly 100 representative 
companies. The article is headlined ‘‘In- 
ventory Turn—Most Business Men Stop 
Reducing Stock—Some Cautiously Spur 
Buying.”’ The article states that an end to 
inventory liquidation and a start on in- 
ventory accumulation could prove a strong 
stimulus to economic recovery. A signifi- 
cant number of concerns noted that the 
recession had taught them how to get 
along with slimmer inventories. Many ad- 
mitted they would be willing to risk hold- 
ing skimpy stocks if business starts to 
boom and they could no longer get de- 
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livery of key inventory items on short 
notice. Several companies reported they 
were now in a better position to keep 
stocks at a lower level than ever before 
because of recently installed inventory 
control systems—many of them prompted 
by the slump. One company said their 
campaign to improve existing inventory 
control has enabled it to handle growing 
sales without increasing stocks. 

From an economic point of view, the 
two classic villains in the theory of de- 
pressions are “‘capital goods retrench- 
ment” and “inventory cutting.” Whether 
or not we agree with this is, perhaps, im- 
material for our present discussion. But 
if there 7s logic to it, then, as the Chris- 
tophers might say, “If we could all man- 
age our inventories just a little more 
wisely, what a bright world this would 
be!” 


INVENTORY—A VITAL PART OF A 
COMPANY’S FINANCIAL STRENGTH 

In analyzing financial statements, it has 
been observed that inventory is generally 
four times the amount of cash for the 
average industrial corporation. Hence, we 
are dealing with a vital part of a com- 
pany’s financial strength. The first thing 
that concerns corporate financial execu- 
tives about inventory is the fact that this 
very large asset actually ties up working 
funds which could be used for other pur- 
poses. A financial man also thinks of in. 
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How one division of Emhart 
Manufacturing Company has 
made great strides in real- 
istic inventory control 


ventory as an excellent source of collateral 
on loans. Generally speaking, however, it 
could be said that this use of manufac. 
turing inventory is rather the exception 
than the rule. 

Another interesting statistic that can be 
found with respect to published inventory 
values is that, in a large number of cor- 
porate statements, it is generally found 
that inventory is approximately four 
times the net profit. Now, this ratio in 
itself is interesting, but my reason for 
mentioning it is to point out the impor- 
tance of true value in the inventory total. 
Just a 25% error in such an inventory 
could completely wipe out the corpora- 
tion’s net profit for the year. How sure 
are you of the true underlying values in 
your inventory? 

An accountant realizes that true profits 
are unknown until final, accurate inven- 
tory totals have been established at year- 
end. It is unfortunate, but true, that many 
inventory totals do not show the true 
value of this asset on the corporation's 
statement. It is vital that we know the 
basis of valuation of any company’s total 
inventory. An example of this is use of 
the rather loose phrase, “valued at the 
lower of cost or market.” There are few 
companies today that would state their 
work-in-process inventories at the lower 
of cost or market, because the salvage 
value of work-in-process is drastically 
lower than the cost total per books. 

Careless control and careless valuation 
of inventory are quite common, and are 
known to be the cause of failure for many 
corporations which annually appear in 
the Dun & Bradstreet statistics on busi- 
ness mortality. Far too often, we find in- 
ventories that are loaded with skeletons 
and souvenirs of good products from the 
old days. To be more realistic, most in- 
ventories should at least be analyzed by 
age, and written down for all slow-mov- 
ing goods. 

Think of the physical inventory that is 
taken in your plant. Is #t not true that all 
too many times items are counted by 
clerks having inadequate knowledge of 
the underlying value of the goods? 
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So much for the dark side! A good fi- 
nancial man would also be the first to rec- 
ognize that inventory can be a gold mine 
when business picks up; it offers excellent 
leverage for immediate delivery against a 
sudden surge of customer orders. Cer- 
tainly, it is true in our continuing long- 
range inflation, all other things being 
equal, that a large saleable inventory at 
old prices is a very profitable asset. Fre- 
quently, we lose sight of this in our great 
zeal to cut inventory. So much for the 
broad financial aspects of inventory con- 
trol. 


THE DYNAMIC ASPECT OF INVENTORY 

A company controller is particularly in- 
terested in the dynamic aspect of inven- 
tory. In establishing a position to take 
with his other corporate executives, he 
must utilize a philosophy around which 
all his policies may be oriented. One of 
the better statements of such a philosophy 
goes something like this: That inventory 
control is best which satisfies the optimum 
combination of these four diverse require- 
ments—top service to customers; muint- 
mum investment; maximum utilization of 
people; and maximum utilization of facil- 
ities. Of course, it is impossible “‘to have 
your cake and eat it too” but such a goal 
must remain before us at all times. 

The financial man is interested in costs, 
of which there are many kinds. First, and 
most important is unit manufacturing cost 
of the product. At all times, we must 
strive to get this as low as possible. But 
there are other forms of cost that we 
should also consider in discussing inven- 
tory. One is the cost of lost business, 
which can roughly be stated as the lost 
gross profit on those sales which we do 
not make because of inability to supply 
the customer; the second cost in this cate- 
gory is production delay. This usually 
manifests itself through idle time, feather- 
bedding and wasted supervisory effort. 
Frequently, expensive layoffs are brought 
about by unnecessary production delays. 
The cost of idle facilities is also in this 
category. This consists of the wasted de- 
preciation, property taxes and insurance 
on plant assets which could have been 
used profitably for production. The cost 
of stock-outs is another nuisance in this 
area, and is usually identified by unnec- 
essary stock-chasing to expedite the re- 
placement order. Then there is the cost 
of panic buying. I am sure you will agree 
the most effective buying is done under 
circumstances which permit purchasing 
agents to shop around for the best deal. 

In considering the clerical cost of or- 
ders, I should like to point out that this 
is an area all too frequently overlooked. 
With efficient inventory control and or- 
deting procedures, it is possible to get by 
with far less clerks in the production and 
purchasing departments. A good rule-of- 
thumb for measuring this function is to 
impute a $5.00 cost to each procurement 
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order issued. The financial department is 
also concerned with the costs of petty 
theft, or for the insurance necessary to 
cover this risk. Poorly organized stock- 
rooms are open territory 1d ca and 
usually are also zones of infection where 
inventory damage and deterioration take 
place. 

In deciding how many pieces should 
be procured on an order, it is customary 
to consider the matter of carrying costs. 
These can be very high. The usual defini- 
tion includes the costs of warehousing, 
fire insurance, property taxes on inven- 
tory, property taxes on warehouse, and 
interest on money invested. The matter 
of warehousing itself is a further broad 
subject with financial aspects. A properly 
run warehouse will have a good budget, 
and will live up to it. From an operating 
point of view, it is important that we have 
the optimum location of warehouses, the 
best possible layout and modern and effi- 
cient equipment. 

The last cost crime in this “catalog of 
sins” is the old bugaboo of obsolescence. 
Unless we keep on top of this one con- 
stantly, through adequate engineering 
change procedures and continual screen- 
ing, we will fool ourselves into believing 
that our inventory is much greater than 
its true value. In so doing, we defer the 
day of reckoning until too late. 


INVENTORY CONTROL 

The keystone of good inventory con- 
trol is an inventory control committee. 
This group, meeting periodically, should 
include executives from sales, engineer- 
ing, manufacturing and accounting. One 
of its principal responsibilities is a writ- 





ten statement of the company’s inventory 
policy. The committee should normally be 
responsible for seeing that adequate fore- 
casts are coming out of the sales depart- 
ment for purposes of good manufacturing 
schedules. The committee should have 
responsibility for approving all specula- 
tive manufacture for goods on the shelf. 
It should be responsible for determining 
in what stages the goods will be kept on 
hand, that is, as assemblies, subassemblies 
or detail components, or in what combina- 
tion of the three. This would also cover 
establishing a policy on forward buying 
of raw materials and the control of re- 
order point rules. 

The next fundamental of ‘ inventory 
control is good scheduling of buying and 
expected delivery dates. Accurate sched- 
uling of manufacturing production is also 
vital. As a basic requisite of good plant 
scheduling, it is important to have a prac- 
tical and logical method of machine load- 
ing. To do this with any degree of ac- 
curacy, it is almost essential that time 
standards be known for the various man- 
ufacturing operations required in produc- 
tion. 

A very important consideration in 
achieving minimum inventory is lead time, 
and the validity of stock minimum cal- 
culations is directly proportionate to the 
accuracy of lead-time estimates. This lead- 
time estimate, which covers the time be- 
tween date of order entry and receipt of 
goods in stock, should include both manu- 
facturing time and office paperwork time, 
plus a realistic allowance for delay. 

Another important fundamental of 
over-all inventory control should be the 
continual use of charts and ratios for 
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turnover and for degree of coverage 
against open backlog. One usually thinks 
of inventory turnover ratio as a single 
calculation for the company. Actually, 
this may be kept for many small segments 
of our total inventory. 


AN INVENTORY CASE HISTORY AT 
EMHART MANUFACTURING COMPANY 
While on the subject of fundamentals, 
it may be helpful to make a few com- 
ments about the Emhart Manufacturing 
Company, with whose inventory problems 
I have had my greatest contact. Emhart 
manufactures special automatic machin- 
ery and has a number of divisions and 
subsidiaries. Its largest division is at Hart- 
ford, and is a multiplant operation in- 
volving the production of glass working 
machinery which is sold or leased through- 
out the world. At this division, we have 
made our greatest strides in the direction 
of inventory control. Essentially, we pro- 
duce for stock and make up customer or- 
ders from components on hand. Peri- 
odically, based upon forecasts, our sales 
department indicates what they believe we 
should carry on hand in the way of com- 
— machines of various types. Specu- 
ative authorizations are prepared for 
management approval to order out the 
components necessary to produce these 
machines. Upon approval, bills of material 
for the thousands of parts specified in the 
authorizations are introduced into our in- 
ventory control system, and where neces- 
sary, stock replenishment orders are ini- 
tiated for those items that fall below their 
respective reorder points. At our Hartford 
Division we use the IBM system of in- 
ventory control. In our smaller divisions 
at outlying locations, where more highly 
specialized production occurs, the intro- 
duction of bills of material against in- 
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ventory balances is presently done on a 
manual basis. 

The reorder points in use are essentially 
calculated minimum quantities, which 
should permit us to continue disbursing 
stock between the time we reorder and 
the time replenishment quantity arrives. 
The fulfillment of this hope is contingent 
upon two important variables: estimated 
customer demand during the interval and 
receipt of the replenishment order on 
schedule. 

Within the last year we have superim- 
posed on our reorder points a factor 
known as the ‘‘poisson cushion.” This is 
essentially one or more square roots added 
to the reorder point. The number of 
square roots added is based upon how 
much calculated risk we wish to take on 
the probability of stock-outs during the 
replenishment period. As many of you 
know, this square root theory is built 
around the idea that a reorder point of 
16 needs a relatively high cushion of 4, 
while a reorder point of 100 needs only a 
small cushion of 10, to protect against 
the perversities of varying customer de- 
mand or vendor procurement. 

To hold down the cost of replenish- 
ments, we order in economic quantities. 
These quantities are computed to find the 
optimum lot sizes after due allowance for 
clerical cost, set-up cost, value of part, 
and inventory varying cost. We also buy 
from vendors in economic quantities. 
Set-up costs are not considered here, of 
course, but the calculation is necessary 
to find that quantity price-break which is 
truly right for us. 

Of course, reorder point formulae and 
economic ordering formulae make a handy 
set of tools, particularly when dealing 
with thousands of components. However, 
these tools should be used with discretion 
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because in every procurement situation 
there are many odd ball items which de. 
serve very special treatment. In this cate. 
gory would be the particularly trouble. 
some parts and the items which have the 
greatest volatility of customer demand. 

Recently, we have done some work in 
the direction of stratifying our inventory 
into three tiers—expensive parts, low- 
cost parts, and general parts. This ABC 
system is built around the premise that 
20% of the parts in inventory, numer- 
ically, represent 80% of the value. Under 
the usual form of this plan, the highly 
critical and valuable parts are given in- 
dividualized and very special attention 
on reordering and control. The low-value 
items, such as nuts, screws and bolts, are 
usually decontrolled and merely kept in 
sealed packages. These are reordered only 
when the sealed package is broken into by 
the stock picker. This saves a great deal 
of clerical time and effort, normally de- 
voted to insignificant goods. The ABC 
philosophy, of course, can be carried into 
many other areas such as obsolescence 
screening, order-point calculation and 
stockroom control. 

We are working toward a plan to locate 
alternative parts which might be used for 
many items in stock. Our records will 
automatically indicate substitute compo- 
nents which may be used with little or no 
alteration in the event we are out of stock 
on the main part. We hope this will lead 
us to lower inventory totals and a lower 
exposure to obsolescence. 

We are not presently utilizing to the 
fullest the concept of stock maximums, 
but it is our intention in the near future 
to establish a ceiling for each item which 
will be the reorder point plus one or- 
dering quantity. As we reach or exceed 
these maximums, they will be flagged for 
purposes of obsolescence screening. 

Speaking of obsolescence, our company 
uses a plan which has proven satisfactory 
for a number of years. Each fall we screen 
our entire finished-goods inventory for 
those items which have not moved in the 
last 214 years. These inactive items are 
then proposed for scrapping and are 
cleared through engineering, sales, pro- 
duction and accounting departments. Be- 
fore scrapping, we put one souvenir of 
each part in a “graveyard” area against 
the outside possibility of some future 
demand. These few items are held at no 
value. 

The second phase of our obsolescence 
test is ascertainment of surplus inventory. 
Surplus, by our definition, is the excess 
on hand above the next five years’ usage. 
Usage rate is the greater of recent activity 
or forecast activity. We believe in the old 
department store maxim that, in the long 
run, it is better to sell off your losses the 
moment they are known. 

We still are performing the ancient 
ritual of annual physical inventories, but 
hope we soon will move over to the more 

(Continued on page 204) 
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AMERICAN CHICLE COMPANY cuts overhead,ends 
overtime with Burroughs Accounting Machines 


High on the list of favorites at retail 
change counters are Chiclets, Dentyne, 
Clorets, Rolaids and other famous 
products of the American Chicle 
er of Long Island City, New 
ork. 


To keep pace with ever increasing 
work loads and still hold expenses 
to a minimum, American Chicle Com- 
pany processes all of its payrolls and 
governmental reports on Burroughs 
Sensimatic Accounting Machines. The 
firm finds that its Burroughs data proc- 


Burroughs 


essing equipment has been instrumen- 
tal in the elimination of overtime and 
reduction of overhead. 


“We have made significant savings with 
our new Burroughs equipment,” states 
a spokesman for the American Chicle 
Co. “Since we converted to Burroughs 
Accounting Machines in January, all 
overtime has been eliminated at quar- 
terly report time. And general payroll 
operations have been so speeded that 
we have been able to transfer at least 
two clerks to other work.” 


Burroughs 


“NEW DIMENSIONS / in electronics and data processing systems” 


There you have it—another example 
of Burroughs data processing systems 


at work. And typical of the quick, im 


pressive results that extend from Bur- 
roughs Accounting Machines to giant 
computers to benefit businesses large 


and small. 


A demonstration will show you how 
to get new efficiency and economy 
with Burroughs. Just call our local 
branch office or write to Burroughs 
Corporation, Burroughs Division, 


Detroit 32, Michigan. 


Burroughs—T M. 


Corporation 
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The Analysis of Your Spending Decisions 


Provides the businessman with 
the ABC’s of his spending deci- 
sions and gives an understand- 
ing of the principles on which 

mathematical analysis is based 


George A. Taylor 


ECENT MAGAZINE ARTICLES have been 
R encouraging the businessman to ap- 
ply mathematics to his management de- 
cisions. Obviously this is the method of 
scientific management: the use of mathe- 
matical tools whenever a problem can 
be quantified ; that is, whenever the prob- 
lem can be reduced to numbers. As an 
illustration, the scientific approach to the 
problem of whether to spend money to 
install either a semiautomatic or a fully 
automatic manufacturing process is to 
make a mathematical analysis of the prof- 
itability of deciding for one or the other. 
Management will have a more accurate 
guide to this decision if it can be shown 
that the fully automatic process pays, for 
example, a 30% rate of return. Undoubt- 
edly the businessman has always wished 
to employ mathematics in these decisions 
but finds himself uninformed and un- 
tutored in the quantification of his spend- 
ing decisions. 


PROFUSION AND CONFUSION 

With mathematics and science growing 
profusely the businessman finds that every 
researcher apparently suggests a different 
method. Take, for example, the methods 
suggested for the analysis of equipment 
replacement; every method has a different 
name, employs a different formula, and 
even seems to be based on different basic 





GEORGE A. TAYLOR, professor of Engineering and Man- 


theory and fundamental principles in 
spite of the fact that all are intended for 
the same purpose. These various methods 
require considerable time for study and 
digestion even by the expert in the subject 
so what of the poor businessman who has 
neither the time nor the background ? Our 
objective here is to provide the business- 
man with the ABC’s of his spending de- 
cisions and to give him an understanding 
of the principles on which the mathe- 
matical analysis is based. 


TWO TYPES OF SPENDING DECISIONS 

There are basically only two types of 
spending decisions. The first type con- 
cerns long-lived or fixed assets like ma- 
chinery and equipment that will give 
long company service. Its common char- 
acteristic is that it involves future spend- 
ing commitments as well as present, and 
the equipment items are all depreciable. 
The second type concerns expenditures 
which are entirely in the present and in- 
volve no commitments for future ex- 
penditures. 

Our discussion will focus on spending 
decisions of the first type because these 
are among the poorest of all management 
decisions. These are the decisions that 
have been under fire in management mag- 
azines and conferences. Fortunately they 
are decisions that can be corrected with 


agement at Dartmouth College, Hanover, N. H., has two 
strong beliefs based on 30 years’ industrial practice—most 
of it right in industry. One is that with good instruction 
the average person can become competent in any subject. 
“A good pro can teach a determined person to shoot in the 
low 80s.” The other is that physical conditioning for ex- 
ecutives is as important as good instruction. He tries to 
prove both points in his ASD (Analysis of Spending Deci- 
sions) Course for executives held at Dartmouth each June. 
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qualified training in the use of a proper 
technique. 

In general, executives handle the sec- 
ond type of spending decision more 
competently because it can be solved by 
mathematics well within their grasp. Few 
management decisions are of this type, 
however, so we will not consider it here, 
Nevertheless some have important influ- 
ences on profits and may even require 
complex mathematics. Examples of these 
are problems of whether to continue to 
make or buy; dividing loads between ma- 
chines, departments, etc.; increment costs 
of any type; economic lot sizes; and so on. 


SPENDING DECISIONS 
AS INVESTMENTS 

Prerequisite to the analysis of spending 

decisions is the understanding that they 
are all investments. Spending decisions, 
in spite of the concept of “spending” 
which the name suggests, are investments 
on which actual rates of profit can be 
computed. Treating spending decisions 
as investments is not a hypothetical con- 
cept but an actual fact and the mathemat- 
ics used in the analysis of spending dec- 
sions, therefore, is the mathematics used 
in the analysis of investments. The fol- 
lowing examples, admittedly simplified, 
illustrate this treatment of spending de- 
cisions. 
First Example—Analysis of a Spending 
Decision for Mechanizing a Process. Sup- 
pose a company proposes to mechanize 
an existing process by installing a ma- 
chine costing $10,000. The resulting an- 
nual operating disbursements for such 
items as labor, fuel, taxes, repairs, and 
maintenance are estimated to be $5,000. 
The machine will be required on this 
service for 10 years with prospective zero 
salvage value at that date. This machine is 
proposed to replace a manual process cost: 
ing $8,000 a year for labor. 

How can this expenditure be treated as 
an investment? 

Answer: If $10,000 is spent now for a 
machine, only $5,000 a year, instead of 
$8,000 a year, must be disbursed for the 
next 10 years. Lower disbursements of 
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$3,000 a year mean that the corporation's 
profit will be higher by that amount. 
However, this $3,000 increase in earnings 
is acquired only by spending $10,000 for 
a new machine. The investment viewpoint 
is simply this: Is it profitable to invest 
$10,000 now in order to receive $3,000 
a year for 10 years? 

We will show later how the business- 
man can compute the profitability of this 
investment. 

Second Example—Analysis of a Spending 
Decision to Replace and Modernize a 
Process. A company proposes to replace 
an existing machine with the latest auto- 
matic model costing $10,000. Annual op- 
erating disbursements for the proposed 
machine are predicted to be $5,000 and 
its life on this service is expected to be 
10 years with zero salvage at that date. 
The present machine would sell for 
$2,000 in the open market; in 10 years 
its salvage value is expected to be zero; 
and its annual operating disbursements 
on this service are predicted to be $7,000. 

How can this expenditure be treated as 
an investment? 

Answer: The investment viewpoint is 
this: By investing an additional $8,000 
today, disbursements can be reduced by 
$2,000 a year for the next 10 years. The 
question is whether to increase the level 
of investment from $2,000 to $10,000— 
that is, whether to invest an additional 
$8,000. In simple language: Should the 
firm invest $8,000 to get $2,000 a year 
for 10 years? 

This investment, too, can be analyzed 

by investment mathematics as can be 
shown later. 
Third Example—Analysis of a Spending 
Decision to Determine Which Machine to 
Install. A company will require a machine 
to perform a certain process. A semiauto- 
matic machine can be purchased for 
$5,000 and its annual operating disburse- 
ments will be $6,000. Alternatively a 
fully automatic machine can be purchased 
for $9,000 and its annual operating dis- 
bursements will be $4,000. The life of 
either of these machines on this service is 
expected to be 10 years. 

How can this expenditure be treated as 
an investment 7 

Answer: The investment problem is 
whether to invest an additional $4,000 to 
receive $2,000 a year for 10 years. The 
only question is: Should the level of in- 
vestment be increased from $5,000 to 
$9,000? The argument for increasing it 
is the additional annual income of $2,000 
for 10 years. 

Even though neither of the machines is 
ptesently owned, the question is identical 
to that in Example Two: Should the extra 
investment be made? 

The reader should note that, regardless 
of the choice, at least $5,000 must be 
spent because, as stated, the company 
“will require a machine to perform a cer- 
tain process.” Example Three presumes 


“That office life has softened you, dear 
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that a prior investment analysis has de- 
termined the profitability of requiring at 
least the $5,000 machine for the process. 
The following example illustrates this 
point. 

Fourth Example—Analysis of a Spending 
Decision to Determine Whether to Ex- 
pand the Business. If a certain machine is 
purchased for $5,000 its entire output can 
be sold for $10,000 a year. The total an- 
nual cost of producing the product in- 
cluding the operation of the machine and 
selling the product is $7,000 a year. The 
machine is expected to provide this serv- 
ice for 10 years. 

How would this problem be set up as 
an investment? 

Answer: The question is whether 
$5,000 should be invested in order to re- 
ceive an annual net income of $3,000 a 
year for 10 years. Every businessman rec- 
ognizes this as an investment problem. 
However Examples One, Two and Three 
are no less investments and no harder to 
analyze than Example Four. 


THE DECISION 
IS BETWEEN ALTERNATIVES 

In every spending decision the prob- 
lem is simply: Should the extra invest- 
ment be made or rejected? The argument 
in favor of making the extra investment 
is the saving it brings, and the question 
is whether these savings are large enough 
to recover the extra investment with a sat- 
isfactory rate of return. 

In order to have an extra investment 
there must always be two alternatives. 
However, there are always two alterna- 








\/ 


tives, and what is more, one will always 
cost more than the other—unless they 
both cost alike in which case you have no 
problem of any depth. In Example One, 
the alternatives were to mechanize or re- 
tain the manual process; in Example Two, 
to keep the present machine or replace 
it; in Example Three, to buy Machine A 
or Machine B; in Example Four, the al- 
ternatives were to invest in the expansion 
of the business or to invest the money 
elsewhere. 

Remember that in the final analysis the 
question must at least be reduced to: 
Should I continue what I am doing now, 
or do something new? What you are do- 
ing now may be nothing but you will still 
be comparing something with nothing. 
In fact, analysis may show it’s better to 
do nothing than what you propose to do. 
In any event, you always have two alter- 
natives. 


THE CRITERIA FOR 
APPROVING SPENDING DECISIONS 


Because spending decisions are invest- 
ments, the basic criteria for approving 
spending decisions should be familiar to 
us. Not so familiar, however, will be the 
criteria for selecting only those invest- 
ments that contribute to the maximization 
of profit of the entire firm. All these cri- 
teria together are: 


1. The recovery of the money invested 

2. The payment of an acceptable rate 
of return on the investment 

3. The acceptable rate of return must 
be higher than the firm’s capital use-rate 

4. The acceptable rate of return must 
also be higher than the firm’s cut-off rate. 
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All these items are determined by math- 
ematical analysis. In addition there should 
also be a mathematical analysis of the 
security of the investment by determining 
a probable factor of safety. At this point 
we should hasten to assure you that the 
required mathematics can be simplified 
to bring it easily within the grasp of the 
average business executive. 


THE IMPORTANCE 
OF THE FIRM’S CAPITAL USE-RATE 


The capital use-rate represents the rate 
the firm is obliged to pay for the use of 
capital, No matter how a firm gets its 
capital it does so under the obligation of 
paying for it. If funds are borrowed, in- 
terest must be paid to the lender—under 
penalty of law. If money is received from 
stock sales, dividends must be paid to the 
shareholders because, if dividends are not 
paid, management will suffer the conse- 
quences even to the point of being re- 
moved by the shareholders. Furthermore, 
if money is obtained from the shareholders 
by retaining earnings instead of paying 


out all earnings in dividends, the share- 
holders expect their-money so. retained to 
earn a profit. After all, plow-back capital 
is the shareholders contribution to the 
capital of the firm, although involuntary, 
as much as the orginal equity capital. 

How may this use-rate be computed ? 

The mathematical calculation is based 
on the observation that the use-rate of 
equity capital is the rate of return the 
shareholder expects to receive on his in- 
vestment in the stock. From the stock 
market price which the shareholder will 
pay for an anticipated stream of future 
income from the stock, we can compute 
the rate of return expected by the share- 
holder on his stock investment. As to the 
funded debt, the use-rate of this capital 
consists of computing the interest to be 
paid on the loan. The firm’s combined 
use-rate then is the average of the use- 
rates of the debt and equity capital ad- 
justed for the quantity of each. 

The use-rate is analogous to the cost of 
capital. Like a cost, it is the estimate of 
the amount management is obliged to pay 
for capital. The rate to be paid in debt 


JOHN A. BECKETT NAMED TO FEDERAL BUDGET POST 





JOHN A. BECKETT has been ap- 
pointed assistant director of the Bu- 
reau of the Budget, Washington, D. C., 
succeeding Elmer B. Staats who has 
been appointed deputy director by 
President Eisenhower. Mr. Beckett, who 
has been mid-western regional direc- 
tor of the business consulting activities 
of Arthur Young & Company, interna- 
tional firm of certified public account- 
ants, joined the Bureau on March 16. 


A native of Oregon, Mr. Beckett was 
graduated from the University of Oregon in 1938 and received 
an M.B.A. degree from the Harvard Graduate School of Busi- 


ness Administration in 1943. 


Following services as fiscal officer in the Army Transportation 
Corps during World War Il, in 1946 he joined the faculty of the 
Alfred P. Sloan School of Industrial Management at Massachu- 
setts Institute of Technology, leaving in 1952 to enter consulting 
business in San Francisco, California. In 1956, he joined Arthur 
Young & Company as manager of Management Services with 
his headquarters in Chicago, Illinois. 

A certified public accountant in Washington, Massachusetts 
and Illinois, he has been active in professional societies, includ- 
ing the National Association of Accountants, the American Ac- 
counting Association, the American Management Association 
and Controllers Institute. He is author of several books, co- 
author of a college text on accounting, and editor of “The In- 
dustrial Accountant’s Handbook.” He has contributed many 
articles to business periodicals including THE CONTROLLER. His 
latest article, in the July 1958 issue, was entitled “The Back- 
ground for Making Effective Capital Commitment Decisions.” 
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capital is, for sure, a contractual obliga. 
tion. The rate to be paid on the share. 
holder’s capital is no less obligatory and 
imposes as much responsibility on man. 
agement as if it were contractual. It is ap 
expression of the shareholders’ expecta. 
tions when they purchased the stock. It js 
their opportunity cost which they expect 
to have satisfied if the professional man. 
agement, which they have authorized to 
conduct the business, must pay if that 
management is to perform its ual 

The use-rate is analogous to capital 
cost in still another way. It is expected 
that the people who provide the funds 
will charge more to firms who in their 
estimation represent greater risks. The 
use-rate reacts the same way. Shareholders 
pay more for a share in a company which 
they estimate to be reliable than for a 
share promising the same dividends in a 
firm estimated to be less reliable. In a re- 
cent study the use-rate extended from a 
minimum of 5.5% to a maximum of 
19% for the 35 companies involved. 

The use-rate is analogous to the cost 
of capital in a final but most important 
respect. If management is obligated to pay 
this for the use of capital, then manage- 
ment, to its own advantage, should see to 
it that capital is not invested at less than 
the use-rate. 


THE ADDED IMPORTANCE 
OF THE FIRM’S CUT-OFF RATE 


Almost every firm’s supply of funds is 
exceeded by its demand for funds. The 
ceiling on the supply of funds is estab- 
lished by the company’s debt limit tem- 
pered by its attitude toward borrowing 
and by the amount the management can 
plow back from earnings instead of pay- 
ing it in dividends. On the other hand 
there is no ceiling on the demand for 
funds except as limited by the imagina- 
tion of all the employes in the firm. 

Where spending opportunities exceed 
the supply of funds, it is logical that only 
the best investments, namely those hav- 
ing the highest rate of return, should be 
approved (neglecting irreducible consid- 
erations). It would be illogical to approve 
a spending decision promising a rate of 
return of 6% if it meant the subsequent 
rejection of a spending decision promis- 
ing 30% because of a shortage of funds. 
Continuing this reasoning it is, therefore, 
illogical to approve all appropriations 
requests in the order of their chronolog- 
ical presentation, even though all are 
greater than the capital use-rate; this is 
illogical because it automatically accepts 
those investments which should have 
been rejected due to the shortage of capi- 
tal. 

The solution of this problem is through 
the calculation of a cut-off rate which will 
serve as the minimum-acceptable rate of 
return in approving or rejecting spending 
decisions. This requires a laddering of 
prospective appropriations requests in de- 
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scending order of their rates of return 
and selecting the rate of return which oc- 
curs at the point where the expected sup- 
ply of capital equals the demand for capi- 
tal. The cut-off rate is the result of capital 
budgeting based upon the investment 
value of the budgetary requests. 

Actual appropriations are then made 
during the ensuing budgetary period after 
a thorough investigation of each formal 
appropriations request and an analysis to 

rove that each rate of return is not less 
than the cut-off rate. 


EVALUATING 
THE SPENDING DECISIONS 

What is the nature of the mathematics 
for computing the rate of return on the 
investment represented by the spending 
decisions ? 

The problem is to compute the annual 
rate of return on the investment allowing 
for the fact that the investment must be 
fully recovered. Example One will be 
used to illustrate this. In this example, an 
investment of $10,000 was predicted to 
save $3,000 a year for 10 years. This 
means that in the first year the $3,000 
savings must contribute to the earnings 
on the investment as well as recover some 
of the capital. It must also do this in the 
second year and every year through the 
tenth. A mathematical expression (a math- 
ematical model in technical language) 
must be set up which over the lifetime of 
the investment will determine the annual 
percentage profit over and above the re- 
covery of capital. The mathematical model 
is one of logarithmic or exponential 
growth involving expressions containing 
binomials to the tenth power (in this 
case) ; but, by the use of tables prepared 
for the purpose, the problem can be re- 
duced to one of algebra. In the example 
given, the mathematical solution is: 


10,000 (recovery of capital with in- 
terest factor) — 3,000, therefore, (re- 
covery of capital with interest factor) = 
3,000 _ 
10,000 ~~ 
turn = 27%. 


0.3, whence, the rate of re- 





From the prepared tables it was found 
that for a recovery of capital with inter- 
est factor of 0.3 and an investment period 
of 10 years the rate of return is 27%.1 


*The factor for the recovery of capital is 
one of a number of such factors available to the 
analyst for solving these problems. The recov- 
ety factor is popularly defined as the annual 
amount to repay $1 invested today at a speci- 
fied rate of return. These factors may be ex- 
pressed as discrete or as continuous functions. 
For example the discrete function used in the 
above equation is: 

i(1+i)” 
(1 +i)*—1 
_ The solution for the unknown, i results in 
1 = 27%, By the use of table giving these fac- 
tors for many values of i and numbers of years, 
the laborious solution of the above equation 
containing the tenth power of i is avoided. 


“=—3 





“It's really for your own good. | want to make 
a deposit with it so | won't be overdrawn 
and get mad and close my account!” 


The businessman will require some 
training in setting up more complex math- 
ematical models; but while most invest- 
ments have more complex models than 
the previous one, the solutions can be 
handled by nothing more complex than 
elementary algebra. 

As in many training programs, the sub- 
ject can be either oversimplified if it is 
limited to the information gleaned from a 
magazine article or a handbook and it is 
overcomplicated if it plainly disregards 
the fact that the subject must be handled 
by businessmen and not mathematics ma- 
jors. The training is dangerously over- 
simplified if it merely gives the business- 
man a cook book formula for the solution 
of every kind of spending decision. As 
engineers learned years ago, handbook 
engineering without basic knowledge can 
be very dangerous. 


OTHER FACTORS 
IN THE INVESTMENT ANALYSIS 

The analysis of spending decisions re- 
quires knowledge that goes beyond a 
mere understanding of mathematics. This 
includes a basic understanding of the 
factors of obsolescence, deterioration, eco- 
nomic life, corporate income tax, salvage 
value, hazards and risks, factors of safety, 
changes in dollar purchasing power, treat- 
ment of irreducibles, strategic invest- 
ments, and a knowledge of the capital 
use-rate and the cut-off rate. 

As an example, let us show how one of 
these, the factor of economic life, is im- 
portant in a spending decision analysis. 


. e o . . . . e . e 


The predicted savings will not, in 95 
cases out of 100, last over the entire ac- 
counting life of the proposed equipment. 
These savings exist only for the duration 
of the primary service for which you are 
proposing to purchase it. In the lives of 
most equipment, the primary service life 
is followed by successive periods of de- 
graded service; and it is generally beyond 
anyone's ability to predict what these de- 
graded services will be no less the utiliza- 
tion, annual savings, and length of life 
in each of these services. The prediction 
of this initial economic life period de- 
pends on a knowledge of the effects of 
obsolescence and deterioration and a 
knowledge of how the class of equipment 
under consideration conforms to various 
standard patterns of obsolescence and de- 
terioration. The mathematical analysis of 
spending decisions must be based on an 
investment gree over the equipment’s 
economic life, must include any salvage 
value left in that equipment at the end of 
that period, and must be adjusted for all 
variations in savings during that period 
due to obsolescence or deterioration or 
both. 


OTHER METHODS IN USE FOR 
ANALYZING SPENDING DECISIONS 
Industry uses a number of alternative 
methods of analyzing spending decisions. 
Let us briefly review the systems in gen- 
eral use in industry today. My experience 
as a result of assigning 30 to 40 men a 
year for the last four years to investigate 
industries’ procedures for the analysis of 
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spending decisions failed to reveal one 
company, in the 120 to 160 companies 
visited, that employed a mathematical in- 
vestment concept of a spending decision. 
A few companies were found that used 
an annual cost concept but too frequently 
these annual costs were computed incor- 
rectly through the blind and faulty use of 
formulas. The alternative methods used 
by industry which this research uncovered 
is briefly reported here: 











































1. The method which we chose to call 
the “squeaky wheel technique’ judged 
the need for a favorable decision to spend 
money on the volume of noise accompany- 
ing the appropriations request. It is based 
upon the principle that “the squeaky 
wheel gets the grease.” It is not a tech- 
nique for the approval of all spending 
requests but where it is applied it works. 
It works because management usually has 
no way of refusing the request since it is 
unable to show that the rate of return on 
this spending decision is, for example, 
only an inadequate 2% before taxes. 

2. The method we called the “intuitive 
technique” hardly needs description. It is 
the substitution of management hunches 
for mathematical analysis. The inherent 
danger in hunch decisions is that they 
seemingly do not necessitate collecting 
any quantitative facts, no less the exact 
and complete facts; and no degree of 
common sense can make up for the ab- 
sence of facts or the presence of incor- 
rect facts. 

3. A method which we called the ‘‘ne- 
cessity technique’”’ has the most insidious 
possibilities. The necessity method seems 
to eliminate all need for mathematical 
analyses of spending decisions. New ma- 
chines are approved only as it becomes 
obvious that the existing units can no 








longer perform their functions. This of 
course saves wear and tear on the analyst 
and ridicules the need of mathematics to 
determine what the average person can 
see without glasses—replacement is ab- 
solutely necessary. 


The necessity method is one of the 
most expensive malpractices that industry 
could use. Its adoption automatically puts 
that company on a downward path. It 
provides a successful policy for mni- 
mizing profits because it protects high 
operating costs. If the firm’s competitors 
are meanwhile maximizing their profits 
through cost reduction opportunities, there 
will come a day when they can promote 
a reduction in the price of goods that will 
squeeze the high-cost company out of the 
market. In New England we have seen 
industries descend over this path. In 
Great Britain we saw the general decline 
of the industries of an entire nation as the 
result of this practice of spending for new 
machinery only when the old can no 
longer function. According to British 
economic teams studying the problem, 
even the nation’s technology dries up: its 
research and development comes to a halt 
because nobody replaces equipment ex- 
cept for necessity. 

Let us see in detail how the necessity 
method operates and compute the cost of 
a failure to replace when replacement was 
economically due. By this method we have 
seen that any thought of replacing a ma- 
chine is rejected if it is still able to per- 
form the duty for which it was purchased. 
No other reason is sought even though 
the machine might be 30 to 40 years old. 
By completely disregarding the economic 
reasons for replacement it is almost cer- 
tain that replacement is long overdue. It 
is very probable that an economic analy- 
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sis made when the equipment was 10 to 
15 years old would have approved of a 
spending decision to replace this machine 
with an improved machine. If by the ne. 
cessity method replacement actually occurs 
when the machine is 40 years old, the 
company has been aying extra costs and 
rejecting extra profits for 25 to 30 years, 
Furthermore, during this period these 
profits if reinvested annually at the com. 
pany’s cut-off rate would compound into 
a very great increase in the firm’s assets, 

To show this quantitatively let it be 
assumed in the foregoing example that an 
economic test made when the machine 
was 15 years old would have signaled 
replacement by a machine having an extra 
cost of $10,000 and a 15-year economic 
life based on a 20% capital cut-off rate, 
It can be shown mathematically that, for 
this to be so, the annual savings from 
this machine would have had to be $2140 
a year. If these annual savings had been 
retained in the firm they would have pro- 
duced an annual flow-back or cash-flow of 
$2140. Reinvesting this cash-flow at the 
firm’s cut-off rate of 20% would have te- 
sulted in a present-day sum of $1,010,000 
or a net increase in the original $10,000 
addition to assets of $1 million.? 

The necessity method is very expensive, 
so much so that the successful conclusion 
of this policy of minimizing profits is the 
failure of the company. 


A CLOSE LOOK 
AT THE PAYOUT METHOD 


We can readily show that the payout 
method, although it is a mathematical 
technique and is greatly used in indus- 
try, is not an analysis of an investment. 
The payout period is the time that must 
elapse before the investment is recovered; 
as most generally computed, it is the extra 
investment divided by the annual savings 
in disbursements. The payout period, 
therefore, is a computation of a break- 
even point between outgo and income. 
But the computation of this break-even 
point does not prove the existence of a 
profitable investment as the following six 
examples will show. 

In these examples each requires an ex- 
tra investment of $1000 and promises an- 
nual savings of $250. By the payout 
method each has a four-year pay-off pe- 
riod; and if the company policy had es- 
tablished four years or better as the cti- 
terion of an acceptable investment then 
all six investments will be approved with- 
out further analysis. 

However, by the proper analysis of 
these spending decisions we would arrive 
at much different conclusions. The first 
step in the analysis of these as investments 
would be to investigate and predict the 
economic lives of each. Suppose these are 
three, four, five, six, eight and 12 years 
respectively for the six investments. The 

(Continued on page 186) 
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Another first from 
Recordak—the new 
Lodestar Reader 
with magazine load- 
ing! This remarkable 
microfilm reader intro- 
duces an entirely new 
concept in reference 
work. Cuts “‘look-up”’ 





time from minutes to seconds! And so easy—just slip 
the microfilm magazine into the reader-slot and the 
Lodestar turns on automatically. No threading! No 
adjustments! No waiting! Hands never touch film. 


Fast as the Lodestar advances your film (at 
speeds up to 600 ft. per minute), the code lines 
are easy to follow . . . lead you right to the pic- 


tures you want. 
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Documents are microfilmed and indexed simul- 
taneously, with code lines keyed to the scale on the 
Lodestar’s screen. Then the film, with its thousands 


of images, is enclosed in a specially designed maga- 


zine—ready for instant use! 


Many types of business will find use for the new 


Lodestar. For example, a large retailer, with hun- 


dreds of Lodestars in branches, reports that this new 


reader lets them find any item in 32,500 pages of 


parts data in 20 seconds or less! 
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A Simplified Standard Cost System 
for a Continuous-Process Operation 


George W. Frank 


VER THE YEARS there has been so 

much written and said about the ad- 
vantages of standard costs that the subject 
is sometimes considered trite. Neverthe- 
less, like anything that is worth while, 
standard costs continue to serve many use- 
ful purposes. Adaptations are ever in- 
creasing and improvements are continu- 
ally being made. 

This article outlines such an adaptation. 
It describes how a large firm, a leader in 
its field, recently installed and successfully 
uses standard costs for one of its many 
products. The product involved was being 
produced profitably and there were vari- 
ous effective but incomplete means for 
judging production efficiencies. It was be- 
lieved that a standard cost system requir- 
ing a minimum of detail, which operating 
supervisors could understand, and in 
which they could participate, would lead 
to increased cost-consciousness and de- 
creased costs. 

This system was kept as simple as pos- 
sible. Clerical work required for its op- 
eration is minimal, involving from six to 
eight hours a month. Basically, the system 
involves issuance of a monthly cost analy- 
sis report followed by a cost meeting at 
which supervisors review the various data. 
Extensive use is made of enlarged charts. 
The installation of this simple standard 
cost system, dealing with the production 





GEORGE W. FRANK, a certified public accountant, is a 
consultant in the Management Controls Department of the 
Philadelphia office of Peat, Marwick, Mitchell & Co. His 
previous experience includes six years with the du Pont 
Company and he taught accounting at the University of 
Pennsylvania and the University of Maryland. He has writ- 
ten several articles which have been published by the NAA 
in their Bulletin and he is co-author along with A. Matz and 
O. J. Curry of the text entitled “Cost Accounting,” issued by 
the South-Western Publishing Company, Cincinnati, Ohio. 


of millions of pounds of product a month 
at a substantial cost, has resulted in re- 
duced costs and more meaningful cost in- 
formation. 


MANUFACTURING OPERATIONS 

The product for which the system was 
installed is one of 15 manufactured at a 
plant located several miles from the com- 
pany’s main office where most of the ac- 
counting work is done. Its manufacturing 
process involves the initial combination of 
several liquid ingredients, their purifica- 
tion, distillation and finally crystallization 
for shipment. The operation is continu- 
ous, 24 hours a day, every day of the 
month, except for maintenance and re- 
pair shutdowns. The product is of but one 
grade and quality. 

The consumption of ingredients is de- 
termined by inventory difference proce- 
dures, i.e., receipts for the month are 
added to opening inventory from which 
total closing inventory is deducted. The 
““difference’”’ method is not usually recom- 
mended for measuring material consump- 
tions but in many instances is the only 
practical means available. The accuracy 
of reported consumption figures in this 
instance is reasonably reliable and can be 
checked by reference to formula compu- 
tations which specify how much of each 
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A how-we-did-it account 
of an actual installation 


ingredient should have been used per 
pound of finished product. 

The operating or direct labor require- 
ments of the process are more or less 
fixed. Various pieces of equipment te- 
quire an operator and sometimes an as- 
sistant or helper. Standard and actual 
operating labor hours are readily deter- 
mined, there being four crews, one for 
each shift and a shift-breaking crew to fill 
in for days off. 

Overhead or manufacturing expense 
items, such as repairs labor, maintenance 
materials, operating supplies, power, sal- 
aries, experimental, depreciation, property 
insurance and taxes, are charged directly 
to the product. General plant overhead, 
which includes plant superintendence, 
office expenses, hospital, cafeteria, works 
laboratory, general buildings and shops, 
etc., is accumulated in representative ac- 
counts, totaled monthly and appropriately 
distributed to all products manufactured. 

Ingredients or raw materials constitute 
the largest item of cost. For example, a 
typical month’s production is millions of 
pounds at a total cost of over $1 million, 
of which ingredient cost is approximately 
65%. It is apparent, then, that any at- 
tempt to control and reduce costs has to 
deal primarily with ingredients. The fact 
that ingredient costs are so important 
proved an aid in keeping the system sim- 
ple, because ordinarily it is the computa- 
tion of labor price and overhead variances 
which leads to complicated standard cost 
situations. 

Inasmuch as this system was particularly 
designed as a means for manufacturing 
personnel to review costs, variances over 
which they have little or no control are 
not derived. Average ingredient prices are 
applied to both actual ingredients con- 
sumed and to computed standard ingredi- 
ent quantities. The two cost totals are 
compared and differences noted. Simi- 
larly, with respect to labor hours, the av- 
erage plant wage rate for the month, in- 
cluding fringe benefits, is applied to both 
actual and standard hours. Any differ- 
ences in the totals are considered to be 
efficiency variances and under the control 
of plant supervision. 
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COST PROCEDURE CHANGES 

Prior to the use of standard costs, year- 
to-date totals for each item of cost were 
entered on the cost sheet and year-to-date 
unit costs calculated. This was done after 
monthly costs had been computed. The to- 
date unit costs were used as guides in 
judging the efficiency of the month's op- 
erations. Various monthly and year-to- 
date ratios, indicating the number of 
ounds of each ingredient used per pound 
of finished product, were also computed 
and entered on the cost sheet. It was. rec- 
ognized that using average to-date figures 
for comparison purposes was inadequate 
for they included abnormalities. 

Manufacturing personnel had not been 
making very extensive use of completed 
cost sheets. The sheets were used princi- 
pally by the accounting department to de- 
termine cost of sales and to provide inven- 
tory values. Production supervisors had 
their own efficiency guides, of which a 
monthly production report was most im- 
portant. This report set forth rates of pro- 
duction, pounds per man-hour, pounds of 
ingredients consumed, yields, feed-rates, 
temperatures, waste percentages, etc. 

Because this report was designed for 
use by manufacturing personnel it pre- 
sented nonfinancial data. It did not indi- 
cate the relative cost importance of each 
item reported. For example, because prices 
paid for raw material vary considerably, 
ranging from 2¢ to 20¢ a pound, a vari- 
ance in yields for one ingredient might be 
much more important than a similar in- 
crease or decrease for another ingredient. 
By identifying quantities, prices and total 
costs, the cost sheet in part supplemented 
the report. However, the completed cost 
sheet was not available to manufacturing 
personnel until well after the middle of 
the following month by which time the 
information therein was quite stale. 


VARIABLE STANDARDS 

Because the standards were not to be 
used for valuing inventories, it was un- 
necessary to consider any monthly pro- 
duction figure as being normal. Actual 
production is used each month in com- 
puting separate and total standard unit 
costs. The unit cost considered as standard 
for any month depends on the production 
level achieved. 

The standard ingredient cost per pound 
of finished product remains essentially the 
same each month since every pound of 
finished product requires approximately 
the same amount of raw materials regard- 
less of production volume. It is with re- 
spect to labor and overhead that changes 
in monthly production cause fluctuating 
standard unit costs. Because the labor 
force is more or less fixed, total standard 
labor hours for each month (with due al- 
lowances for 28-, 30- and 31-day months) 
temain essentially the same regardless of 
production. Therefore, as this total is 
multiplied by the average plant wage rate 


OPERATIONS IN WHICH THE DESCRIBED SYSTEM 
MIGHT BE USED 


There are many manufacturing processes for which the 
described system might be used with little or no adapta- 
tion. The system was designed for a chemical operation 
and should therefore be applicable to most phases of the 
chemical industry. Firms such as pharmaceutical manufac- 
turers, foundries, food product concerns, cement and lime 
mills, paint factories, rubber manufacturers and others 
whose operations are of a continuous process should be 
able to use all or many parts of the procedures outlined. 


and the result divided by actual produc- 
tion, the standard labor cost per unit fluc- 
tuates with production. Some variation 
also results from use of the actual average 
plant wage rate, which changes somewhat 
from month to month. 

The same general situation applies to 
overhead. A fixed total monthly overhead 
allowance was established as standard (al- 
though some provision was made for the 
fact that the consumption of steam, elec- 
tricity and water will vary to some degree 
according to production levels). Thus, 
when actual production is divided into 
this standard overhead allowance, the 
standard unit cost for overhead changes if 
there has been a change in production. 
The standard unit cost for any one month, 
therefore, being the sum of the three de- 
scribed computations, varies each month 
as production changes. If the system needs 
a classification, it might be called a ‘‘vari- 
able standard cost system.” 

Something was needed which would 
provide the means whereby the multitude 
of cost detail being collected could be 
more advantageously used by both ac- 
counting and manufacturing personnel. It 
was believed that a standard cost system 
would do the job and do so without in- 
creasing clerical effort. 

Under the system finally installed, the 
total and unit costs are computed monthly 
by accumulating manufacturing costs on a 
cost sheet divided into three sections, viz., 
(1) ingredient costs, (2) plant-controlled 
costs and (3) nonplant-controlled costs. 
The cost sheet, with its final total unit 
cost and breakdown, originates in the 
plant and is completed in the main office. 
Ingredient quantities, operating labor, re- 
pairs labor, maintenance materials, operat- 
ing supplies and power costs are entered 
by plant personnel. Ingredient prices, de- 
preciation, taxes, property insurance, sal- 
aries and several other overhead items are 
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accumulated and entered on the cost sheet 
in the main office. 

Completion of a cost sheet includes not 
only the computation of each month’s 
total unit cost by dividing total cost by 
total pounds of finished product, but also 
the calculation of how much each cost 
item listed on the sheet is of the total unit 
cost. Standard unit costs for each item are 
also entered on the sheet and variances are 
recorded in provided columns. 


PRELIMINARY STEPS 

The steps taken towards giving stand- 
ard costs a satisfactory trial were neces- 
sarily cautious. An illustrative case de- 
scribing their eventual use was first 
prepared and carefully explained to all 
concerned. This presentation explained to 
manufacturing, sales, research and man- 
agement personnel what could be ex- 
pected from standard costs. It was then 
decided that some important product, 
where the possibilities for demonstrating 
reduced costs were favorable, should be 
selected for trial. The final selection was 
made by the accounting department in 
conjunction with the departmental pro- 
duction manager and the manager of the 
plant where the product was manufac- 
tured. 

It was believed that the assistance of a 
manufacturing supervisor, technically fa- 
miliar with the product, would be re- 
quired to work with an accountant in 
order to do the job properly. The account- 
ant had to be familiar with standard costs, 
would be responsible for establishing the 
procedures and would direct the study. 
The final system evolved, therefore, was a 
joint effort of the manufacturing and ac- 
counting departments. 

The division of work between the ac- 
counting and manufacturing representa- 
tives was specifically outlined at the be- 

(Continued on page 192) 
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Which is The Chase 
Manhattan Man ? 


Who are they? 


One is a local banker, the other is the man from 
Chase Manhattan. Hard to tell them apart, isn’t 
it? They’re similar in a lot of ways—in their 
interests, their outlook and the work they do. 


What are they dong? 


Solving a problem together. In this case, a loan 
for business. Very often, banks have requests for 


credit which they do not wish to handle alone. 


That’s where correspondent banking comes in— 
and Chase Manhattan 1s the banker’s bank. As a 
correspondent, you can call on Chase Manhattan 


just as if it were an extension of your own bank. 


How do you fit in? 

Frequently our banking friends ask us to partici- 
pate in loan situations which they have developed. 
Sometimes, as a matter of policy, they prefer to 
spread their loan portfolios. Then there are occa- 
sions when they’re approaching their legal limit. 
When you need help—‘Talk to the people at 
Chase Manhattan’”—you automatically add the 
specialized facilities and resources of a world- 
wide bank to yours. 


How can we help? 


As America grows, the need for correspondent 
bank facilities grows. The next time you are con- 
fronted with a problem that requires a working 
partner, we hope you will call on your man from 
Chase Manhattan. It’s a friendly way to work— 
and resultful. 


THE 
CHASE 
MANHATTAN 
BANK 


Chartered 1799 
Head Office: 18 Pine Street, N. Y. 15 


Member Federal Deposit Insurance Corporation 











OPENING LUNCHEON-—Institute members listen to Dean Henry Engler discuss Subliminal Communication 


Budgeting, Tax and Insurance Savings, and 


Management Discussed at Southern Conference 


of Controllers Institute of America 


OVERING a full spectrum of topics, 
C from the directly related sphere of 
lanning and budgeting to significant, 
~- “fringe” areas like employe selection 
and subliminal communication, the South- 
ern Conference of Controllers Institute of 
America had something worth while for 
everyone who attended. It also lived up 
to its theme, “Economic Development of 
the Deep South,” through a presentation 
of statistics and interpretation dramatiz- 
ing the growth of the region bordering on 
the Gulf—and contributed to the mem- 
bers’ own financial planning with discus- 
sions of investments and insurance. 


GLENN A. WELSCH: 

The controller's part in budgeting and 
planning was discussed by Dr. Glenn A. 
Welsch, professor of Accounting at the 
University of Texas. ‘The controller's de- 
partment should be charged with the de- 
sign of the budget system, supervision of 
its operation and responsibility for pro- 
viding staff assistance to line executives,” 
Dr. Welsch declared. ‘‘He is responsible 
for furnishing historical accounting-based 
data essential to sound planning. Even 
more significantly, he is in a position to 
provide the technical advice, evaluation 
and judgments required in selecting from 
among several alternatives, most of which 
turn on the financial results that might be 


THE CONTROLLER.............. é 


expected. In addition, through the re- 
sponsibility of bringing together all the 
independently developed plans and esti- 
mates into the planning budget, as finally 
reflected in the budgeted statements of 
incomes, assets, liabilities, cash, etc., the 
controller may be one of the central fig- 
ures in determining plans, objectives and 
policies. 

“Involvement in the planning process 
lays the foundation for involvement in 
the control process. Control implies an 
evaluation of factual results against the 
plans and objectives previously established, 
and corrective action when required. The 
controller should assume responsibility 
for designing a comprehensive control 
program, particularly as it relates to the 
financial aspects of operations. The sys- 
tem should be designed so as to inform 
management, in conformance with the 
exception principle, of any significant 
deviations from policies, plans, objectives 
and standards. It is through comparison 
of actual results with the budget standards 
for all aspects of operations that the con- 
troller can participate strategically in the 
control process.” 


WILLARD J. GRAHAM: 


The need for a new approach to depre- 
ciation was emphasized by Dr. Willard J. 
Graham, professor of accounting, School 
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of Business Administration, University of 
North Carolina. “Sound accounting and 
adequate reporting,” he said, ‘‘will be 
impossible so long as we ignore, and cop. 
ceal by subterfuge, one of the important 
economic facts of life, viz., that the dollar 
is no longer a uniform, stable, constant 
measure of economic power; that it has 
declined substantially in value; that capi. 
tal investments measured initially by the 
economic power of dollars at the time of 
investment can be properly measured at 
the time of recovery through depreciation 
only by re-expressing the economic power 
invested in terms of a larger number of 
smaller dollars of equivalent total eco- 
nomic power. 

“Stratagems of various kinds are fre- 
quently employed to achieve by the ‘back 
door’ some of the benefits of ‘current dol- 
lar’ depreciation. Common devices include 
underestimates of useful life; charges to 
current operations of items which should 
be capitalized; more rapid declining. 
amount depreciation than is justified. All 
these devices achieve some of the benefits 
of current dollar depreciation; capital is 
recovered before it loses so much eco- 
nomic power through continued inflation, 
and there is a saving in interest cost. 

“For financial reporting, however, any 
artificial speed-up of original cost recov- 
ery leading to currently larger deprecia- 
tion charges is not an acceptable substi- 
tute for the re-expression of original cost 
in current dollars. It is not good policy to 
offset one effort against another. Then, 
too, the offset tends to be temporary, be- 
cause total recovery is limited to the dol- 
lar investment. 

“So long as depreciation deductions 
must be based on original dollar cost, it is 
almost certain that all the foregoing 
speed-up devices taken together will fall 
far short of recovery of the current dollar 
equivalent of the cost of capital con- 
sumed, and that confiscation of capital by 
taxation will continue.” 


JAMES NOONE CONNOLLY: 

Advising on “Taxwise Investment Plan- 
ning,’ James Noone Connolly, vice presi- 
dent, Williams, Inc., New Orleans, cited 
22 points which the capital gains investor 
should put into effect in order to mini- 
mize taxes. ‘‘Unless securities when sold 
are identified,” he cautioned, “the first 
sales of a block of securities applies 
against the first purchase. This is the so- 
called ‘first-in, first-out’ rule. Identify 
the securities to be sold by certificate 
number of purchase or instruct the broker 
to sell from the, say, 1957 or 1958 block. 

“Securities on which long-term gains 
are shown and on which large dividends 
have been declared, but not yet paid, 
should be sold before the ex-dividend 
date to register capital gains. In effect, the 
dividends are received through the higher 
sales prices and are taxable at the maxi- 
mum 25 per cent rate, whereas if the 
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dividends are actually received, they are 
taxable at regular income tax rates. This 
advice does not apply to corporate hold- 
ings of stocks.” 


FISHER E. SIMMONS, JR.: 

Fisher E. Simmons, Jr., C.L.U., general 

agent, Pan-American Life Insurance Com- 
any, New Orleans, explained the use of 
“snlit dollar” insurance for executives, as 
permitted by Revenue Ruling 55-713. “It 
is now possible,” he said, “for a corpora- 
tion to purchase life insurance for an in- 
dividual employe and to pay that part of 
the premium on the contract which was 
represented by the cash of the policy, and 
not to have the money paid on behalf of 
the employe considered taxable income to 
the employe, as long as the corporation 
maintains an interest in the policy to the 
extent of its portion of the premium pay- 
ments. In effect, this ruling permits the 
employer to make an interest-free loan to 
the employe, with the cash value of the 
insurance as the collateral. 

“In some instances, the corporation will 
apply for and own the policy, giving the 
employe the right to that part of the face 
value of the policy in the event of death 
that exceeds the cash value of the plan. 
In other situations, the employe applies 
for and owns the policy, but gives the em- 
ployer an irrevocable assignment and 
beneficiary designation as it applies to the 
interest that the employer may have in the 
cash value, to the extent of his premium 
payments.” 


SUMPTER MARKS, JR.: 

Describing how the Deep South has 
gtown since the end of World War II, 
Sumpter Marks, Jr., president of the 
Chamber of Commerce of the New Or- 
leans Area, said that the influx of new 
plants has averaged two a day since 1950. 
“In roughly the same period,” he de- 
clared, “business volume in the Deep 
South has grown from $64.5 billion in 
1947 to $134.5 billion in 1957, a change 
of 108 per cent. During this same time, 
business volume of the continental United 
States has grown from $636 billion to 
more than $1 trillion, or 75 per cent. 

“The South has been accepted as a 
booming area; it is considered as having 
good potential for establishing branch 
plants as well as major distribution facil- 
ities. Southern workers have proved that 
they could lower labor costs by higher 
output per manhour, and the quality of 
the workers available has become a defi- 
nite incentive. Other incentives include 
the abundant supply of natural resources, 
the excellent network of transportation 
facilities, the growing market offered by 
the growth of the metropolitan centers of 
the South, and the vastly increased buy- 
ing-power of the whole region.” 





FIVE PAST PRESIDENTS of CIA, at the head 
table at the Bayou Party. From left to right are: 
D. E. Browne (president 1956-57); Charles Z. Meyer 
(president 1951-52); Rodney S. Durkee (president 


1935-36); John C. Naylor (president 1943-44); 
J. McCall Hughes (president 1958-59); and James 
L. Peirce (president 1957-58), chairman of the 
Board, Controllers Institute. 





NEW ORLEANS CONTROL presents “birthday pres- 
ents” to Controls celebrating significant anniver- 
saries this year. Five Controls in the southern area 
were honored when John C. Naylor presented 
gavels to their presidents to commemorate the an- 
niversaries. Shown receiving his gavel is Henry L. 
Taylor, president, Atlanta Control (celebrating 15th 
anniversary). To the left from left to right are 
Henry D. Cragon, president Birmingham Control 


DWAYNE ORTON: 

Trends which will shape tomorrow’s 
managers were analyzed by Dwayne Orton, 
educational consultant, International Busi- 
ness Machines Corporation and editor of 
Think. Pointing out that size, multiprod- 
uct and international operations now 
strain central control, he predicted that 
electronic communications and data proc- 
essing will supply techniques for restoring 
central management to its proper position 
of control. “Interdependence of units in 
vast networks of organization,” he said, 
“requires new communications techniques, 
and data must be gathered faster. Respon- 
sible top managers must interpret data 
and relate various data in decision-mak- 
ing. The latter will return to the top man- 
agers. 

“The older labor conditions of large 
supply will change,” Dr. Orton com- 
mented. “Labor ‘expense’ will shift to 
labor ‘investment.’ The concept of labor 
as the flexible elements to adjust to the 
business cycle will shift to the concept of 
labor as the element to be preserved. New 
forms of incentives for all levels of per- 
sonnel will develop. 
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15th anniversary); Harold S. King, 
president Memphis Control (celebrating 10th anni- 
versary); O. J. Howat, president New Orleans Con- 


(celebrating 


trol (celebrating 15th anniversary); Duren W. 
Holder, president Dallas Control (celebrating 15th 
anniversary). To the right are J. McCall Hughes, 
national president, and James L. Peirce, past presi- 
dent and currently chairman of the Board, Con- 
trollers Institute of America. 


“The manager will become a profes- 
sional. Managing will require a concen- 
trated and specialized training for man- 
agement technics. General management 
will be as particular a function as produc- 
tion or sales management. A commitment 
to a code of ethics will characterize the 
profession. The manager will become 
more than ever the key factor in the com- 
petitive success of economic enterprise.” 


ROBERT N. McMURRY: 

The Selection Program technique of 
selecting new employes was described by 
Dr. Robert N. McMurry, of The Mc- 
Murry Company, Chicago. It comprises 
the following eight steps: recruitment; 
screening ; the application; tests ; telephone 
checks; the Patterned Interview; evalua- 
tion ; and final decision. 

‘A mistake in selection may burden the 
payroll with an employe who is not good 
enough for the job but not bad enough-to 
fire,” Dr. McMurry said. “Over the years 
an adverse balance can accrue which 
would look startling in figures. That is 
the crux of the matter—companies will 
spend so much in searching for a staff 
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NATIONAL AND AREA OFFICIALS attend a pilot 
meeting of the Area Cperations Committee held in 
conjunction with the Conference. Standing left to 
right are: O. J. Howat, president, New Orleans Con- 
trol; Claiborne H. Johnson, national director, Region 
IX; Joseph R. Imber, president, Houston Control; 
Edward H. Eaton, national director, Region IV; 
L. Keith Goodrich, national vice president, Region 
Il; Duren W. Holder, president, Dallas Control; 
and Ben Makela, associate secretary, Controllers 


\ 


NATIONAL OFFICERS AND DIRECTORS meet with 
Control officers of Regions V and IX. Standing left 
to right: D. E. Browne; John Shea, vice president 
Region |X; John V. van Pelt III; Claiborne H. John- 
son, national director, Region IX; O. J. Howat; 
and Harold S. King. Seated left to right: Leland 
K. MacFarland, national director, Region IX; Henry 


eee 


. — 





Institute. Seated left to right are: Harold S. King, 
president, Memphis Control; Murray S. Gelber, 
member Advisory Council, CIA; James L. Peirce, 
chairman of the Board, CIA; John C. Shea, national 
vice president, Region IX; Paul Haase, managing 
director, Controllers Institute; Henry D. Cragon, 
president, Birmingham Control; Leland K. MacFar- 
land, national director, Region |X; John V. van Pelt 
Ill, vice president, Controllership Foundation; and 
John C. Bumgarner, president, Oklahoma Control. 





D. Cragon; John C. Bumgarner; J. McCall Hughes, 
national president, CIA; Paul Haase, managing 
director, CIA; Duren W. Holder (chairman of this 
meeting); Joseph E. Viguerie, general chairman of 
the Southern Conference; Joseph R. Imber; Harold 
K. Merrill, national director Region X; James L. 
Peirce; James F. Lillis, national director, Region VI. 





PAST PRESIDENTS OF NEW ORLEANS CONTROL 
honored at the 15th anniversary seated left to 
right are Charles M. Carriere (president 1956-57); 
Clem P. Binnings (1946-47); J. M. Stonnell (1947-48); 
N. Richard Velleman (1950-51); John C. Shea 
(1955-56); and O. J. Howat, current president of 
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the Control. Standing left to right are J. A. Livau- 
dais; Immer B. Whitman; W. Lawrence Chapman; 
Callender F. Hadden, Jr.; Hans G. Kuttner; George 
F. Macdiarmid; Joseph E. Viguerie, general chair- 
man of the Conference; John J. Creevy; and Ar- 
thur C. Rhyne. The meeting was held February 17. 
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and so little in choosing well. Staff selec. 
tion is a technique, not a chore to be dele. 
gated to a clerk nor a subject for an over. 
rated managerial hunch. It involves hard 
work and patience, systematic interview. 
ing and skilled interpretation of data.” 

Prospective employers, the expert 
warned, should be especially on their 
guard against the emotionally immature, 
who, he said, are the real problem em- 
ployes. ‘They are the wilful, self-indul- 
gent, irresponsible people,’ he explained. 
“They are unreliable in temper and judg. 
ment, childishly dependent throughout 
life. Lacking discipline in childhood, they 
retain incurably their juvenile fixations 
and are incapable of learning from experi- 
ence. Emotional immaturity is difficult to 
recognize, because these people are often 
brilliant intellectually and have great 
charm of personality. The Patterned In- 
terview is a clinical instrument for diag. 
nosing these defects of character.” 


ALEXANDER PURDON: 

Alexander Purdon, executive director, 
Committee of American Steamship Lines, 
Washington, D. C., spelled out the eco- 
nomic and military importance of Ameri- 
can ships to carry American cargoes. “We 
have become a have-not nation, no longer 
self-sufficient,’ Mr. Purdon warned. “Im- 
ports make up the material muscle that 
regulates the heartbeat of the economy. 
We can, and do, use foreign ships to 
bring essential imports to us, but we can 
only count on American ships to do s0, 
come fair weather or foul. 

“With rising competition and costs, 
and faced with a gigantic replacement 
program, American steamship lines need 
the assurance of reasonable stability in 
their rate structures. International ocean 
freight rates are established by confer- 
ences, and Congress is now reviewing the 
conference system. I am confident that the 
Congressional studies will demonstrate 
that the alternative to a strong conference 
system would be ruinous rate wars that 
would be disastrous to shipping com- 
panies and shippers.” 


HENRY J. ENGLER, JR.: 

The usefulness of subliminal communi- 
cation in training and in treating mental 
patients was explained by Dean Henty J. 
Engler, Jr., of the College of Business 
Administration, Loyola University. “The 
complexity of weapons systems,” he said, 
“increases significantly the need for more 
efficient on-the-job training. Subliminal 
communication could decrease the time 
required. It might also increase the effi- 
cacy of discovering the most appropriate 
design for training programs. 

“In the area of psychopathology, one 
of the greatest obstacles to achieving fap- 
port with mental patients is their resist- 


(Continued on page 182) 
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Only the RW-300 Digital Control Computer 
is providing fully automatic control 


of complete industrial processes. 


The RW-300 Digital Control Computer is the most power- 
ful tool available today to control entire industrial proc- 
esses and to provide useful data from manufacturing and 
testing operations. Connected directly to measuring 
instruments and control devices, the RW-300 collects and 
interprets operating data, makes control calculations and 
decisions, and operates valves, starts and stops motors, 
and takes all the other control actions necessary for fully 
automatic operation. 

By exercising fast, effective control, the RW-300 
reduces operating costs, improves product quality, and 
increases production. It also computes and prints out 
large quantities of useful data simultaneously with its 
performance of the control function. 

Some of the world’s largest companies have purchased 
the RW-300 Digital Control Computer for uses ranging 
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from the completely automatic control of an oil refinery 
unit in Texas to the monitoring of a nuclear reactor in 
France. Additional RW-300 installations are under way 
in such fields as chemical manufacturing, cement making, 
air traffic control, equipment testing, and data reduction. 


The RW-300 is one example of the diversified products 
built by TRW that are contributing to the productivity 
and efficiency of modern industry. The Thompson-Ramo- 
Wooldridge Products Company, a division of Thompson 
Ramo Wooldridge Inc., performs systems engineering and 
marketing for the RW-300, which was designed and is 
manufactured by the Ramo-Wooldridge Division. 


For further information, call or write: Director of Marketing, The 
Thompson-Ramo-Wooldridge Products Company, P. O. Box 90067 
Airport Station, Los Angeles 45, California, OSborne 5-4601. 


Thompson Ramo Wooldridge Inc. 


Main offices * CLEVELAND 17, OHIO * LOS ANGELES 45, CALIFORNIA 
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ance to, and rejection of, the immediate 
world around them. Subliminal commy. 
nication might be used to provide positive 
associations to the patient's immediate 
environment and to the psychotherapeutic 
procedure itself. The outcome could be a 
significant increase in the efficiency of 
treatment. 

“In the field of motion picture and 
television entertainment, the process can 
be used to increase the entertainment value 
of programs by providing subliminal in. 
formation to enhance the psychological 
moods or trends of the material. Its ap- 
plication to TV advertising consists of 
presenting an advertiser's product name, 
message, etc., concurrently with a par- 
ticular program. The advertiser’s message 
may be continuously presented during the 
entertainment program instead of only 
during the commercial.” 

The speaker deprecated any possibility 
of “brainwashing” through subliminal 
communication. He said that the mind ac. 
tively monitors and evaluates subliminal 
information, so that safeguards are “built 
in’ for each observer. Brainwashing, Dean 
Engler explained, implies a passive role 
on the observer’s part, one which results 
in his performing a specific response with- 
out his direct control. 

The Conference, which was sponsored 
by the New Orleans Control, took place 
March 6-7, in the Hotel Roosevelt, New 
Orleans. Joseph E. Viguerie, treasurer and 
assistant secretary, A. M. Lockett & Com- 
pany, Ltd., New Orleans, called it to or- 
der in his capacity as general chairman. 
The president of the Control—Oswald 
J. Howat, cashier of the Hibernia Na- 
tional Bank of New Orleans—presided 
at the first day’s luncheon. The top officers 
of other local controls in the region served 
as chairmen of sessions: Henry L. Taylor, 
president of the Atlanta Control and sec- 
retary-treasurer and comptroller of Atlanta 
Transit System, Inc.; Joseph R. Imber, 
president of the Houston Control, who is 
vice president and treasurer, Fish Engi- 
neering Corporation; Henry D. Cragon, 
general accounting manager, Southern 
Bell Telephone & Telegraph Company, 
who heads the Birmingham Control; J. C. 
Bumgarner, president of the Oklahoma 
Control, who is controller, Sunray Mid- 
Continent Oil Company, Tulsa; D. W. 
Holder, president of the Dallas Control, 
who is treasurer, British-American Oil 
Producing Company, and Harold S. King, 
head of the Memphis Control and comp- 
troller, Grace Chemical Division, W. K. 
Grace & Co. On the national level, Pres- 
ident J. McCall Hughes, who is vice 
president and controller, Mutual of New 
York, presided at the Bayou Party and 
buffet dinner, and James L. Peirce, chait- 
man of the board of Controllers Institute 
and vice president-controller, A. B. Dick 
Company, Chicago, conducted the final 
luncheon session. 
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South Bend, Indiana 


National officials of Controllers Insti- 
tute were guests of honor at the first anni- 
versary dinner of the Michiana Control of 
Controllers Institute on February 5 at 
South Bend, Ind. The observance pre- 
ceded the quarterly meeting of the Insti- 





tute’s Board of Directors in Chicago the 
following day. 
TOP LEFT 

(Seated left to right) John M. Wolf, 
president of the Control and controller of 
Wheelabrator Corporation, Mishawaka, 
Ind.; Leo G. Swinehart, vice president of 
the Control and controller, The Kawneer 
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Company, Niles, Mich.; J. McCall 
Hughes, president of Controllers Institute 
and vice president and controller, Mutual 
of New York, New York; (Standing left 
to right) Regional vice presidents John 
W. D. Wright, assistant comptroller, In- 
ternational Harvester Company, Chicago, 
Ill. and E. W. Weston, secretary and 
treasurer, The Weston Paper and Manu- 
facturing Co., Dayton, Ohio. 


LOWER LEFT 

National directors of Controllers Insti- 
tute present at the affair were: (Seated left 
to right) Leland K. MacFarland, secretary 
and treasurer, Kingwood Oil Company, 
Oklahoma City, Okla.; Burdette A. John- 
son, treasurer, New England Gas and 
Electric Association, Cambridge, Mass. ; 
Alphonse J. Mayer, vice president and 
comptroller, Marshall & Ilsley Bank, Mil- 
waukee, Wis. (Standing left to right) Ed- 
ward H. Eaton, treasurer, Pittsburgh Plate 
Glass Company, Pittsburgh, Pa. ; Claiborne 
H. Johnson, controller and_ secretary, 
Fleming & Sons, Inc., Dallas, Texas; and 
Paul R. Langdon, manager-finance and 
accounting, Battelle Memorial Institute, 
Columbus, Ohio. 


LOWER RIGHT 

(Standing) National director James F. 
Lillis, controller, Burroughs Corporation, 
Detroit, Mich.; (Seated) John A. Pater- 
son, chairman of Controllers Institute’s 
national committee on Ethics and Eligibil- 
ity Standards and vice president and comp- 
troller, The Brooklyn Union Gas Com- 
pany, Brooklyn, N. Y. 
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Chattanesga, Jenn. TOP RIGHT 


John V. van Pelt III, vice president of 
Controllership Foundation, research arm 
of Controllers Institute, addressed the 
dinner meeting of the Chattanooga Con- 
trol on March 3. His subject was ‘‘Man- 
agement Planning and Control.” 

Mr. van Pelt, who is controller of Vul- 
can Materials Company, Birmingham, 
Ala., is pictured second from left with 
Glenn Johnson, president of the Chatta- 
nooga Control at the extreme left. C. C. 
Lay, vice president of the Institute and a 
director of the Chattanooga Control, is at 
Mr. van Pelt’s left. At the extreme right 
is Edward E. Hufft, secretary and treas- 
urer of the Chattanooga Control. 


Hamilton, Ontaria 


Jack Plumpton, secretary-treasurer and 
comptroller, National Steel Car Corpora- 
tion, Ltd., Ham- 
ilton, Ontario, 
was recently 
elected to the na- 
tional Board of 
Directors of 
Controllers In- 
stitute of Amer- 
ica to fill the va- 
cancy created 
when Malcolm 
S. Sutherland, 
secretary-treas- 
urer, Burlington 
Steel Company, Limited, Hamilton, re- 
signed his position on the Board because 
of the pressure of business commitments. 





MR. PLUMPTON 


Allanta, Ga. \OWER RIGHT 


Past presidents and charter members of 
the Atlanta Control of Controllers Insti- 
tute of America were honored on Feb- 
ruary 24 at its 15th Anniversary celebra- 
tion. Seated left to right are Herman 
W. Boozer, president 1945-46, vice presi- 
dent in charge of Finance, Georgia Power 
Company; Raymond A. Spitler, president 
1947-48, comptroller, Piedmont Hotel 
Company; Franklin C. Hill, president 
1949-50, secretary, Southern Wood Pre- 
serving Company; George L. Griffeth, 
president 1951-52; James B. Pollard, 
president 1952-53, vice president and 
treasurer, Colonial Stores Inc. 








Standing left to right are Ray C. John- 
stone, president 1953-54 and currently a 
director of the Control, controller, Center 
Chemical Company; Gordon B. Schaefer, 
president 1954-55, secretary and treasurer, 
Southeastern Pipe Line Company; Steve 
H. Bomar, president 1955-56 and cur- 
rently a national director of Controllers 
Institute from Region V, senior vice pres- 
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ident and treasurer, Trust Company of 
Georgia ; Henry L. Taylor, current 1958-59 
president of the Control, secretary-treas- 
urer and comptroller, Atlanta Transit Sys- 
tem Inc.; Douglas F. Hampson, president 
1957-58; Rowland Bryce, Tate, Ga., re- 
tired; and Lemore H. Van Ripper, con- 
troller, National Manufacture & Stores 
Corp. The Control now has 49 members. 
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HE LOS ANGELES CONTROL, sponsors of 
RS atection Institute’s 1959 Western 
Regional Conference, has selected the 
Santa Barbara Biltmore in Santa Barbara, 
California, as the conference location. 
“The Biltmore,” says J. Robley Janssen, 
general chairman of the conference, “will 
give controllers a chance to get away from 
the hurried pace of the city to work hard 
and relax in an unhurried atmosphere.” 
Advance reservations indicate that this 
conference, scheduled for May 21-23 will 
fill the capacity of the hotel. 

Technical sessions scheduled for the 
mornings of May 22 and 23 will include 
subjects such as “National Reorganization 
of Controllers Institute,’ “Diversifica- 
tion Through Merger,” “Economic Pre- 
view of the Sixties,’ and “The Control- 
ler’s Role in Collective Bargaining.” 
Speakers on these subjects are, respec- 
tively: J. McCall Hughes, national presi- 
dent, Controllers Institute of America, and 
vice president and controller, Mutual of 
New York; R. N. Link, vice president, 
Blyth & Co., Los Angeles; Dr. T. J. 
Kreps, professor of economics, Graduate 
School of Business, Stanford University ; 
and E. §. Hochuli, manager of employe re- 
lations, Convair-General Dynamics Corp. 

Speaking at the opening luncheon will 
be W. P. Gullander, vice president-f- 
nance, Weyerhaeuser Timber Company, 
whose subject will be ‘Forest Products 
Accounting—A Problem in Measure- 
ment.” The speaker at the closing lunch- 
eon, on Saturday, May 23, will be Dr. 
Kurt von Gruenther, assistant director of 
Economic Research for the International 
Bureau of Business. 

To take advantage of the climate and 
the facilities at the Santa Barbara Biltmore, 
the program has been designed to leave 
the afternoons free for golf, swimming 
and other sports. “The technical pro- 
gram,’’ notes Russell C. Galbraith, con- 
ference program chairman, “will be as 
full, in number of hours and speakers, as 
other Institute conferences because break- 
fast sessions will be used.” 

On the lighter side of the schedule, a 
reception will be held on the opening day 
while big plans are under way for a 
“Ranch Party” on Friday evening, May 
22. This party will be held on a ranch 
some distance from the hotel and Insti- 
tute members are assured by the Los An- 
geles Control that the event will be a 
memorable one. 

Assisting Mr. Janssen, who is assistant 
controller of Lockheed Aircraft Corpora- 
tion, are: Vice Chairmen, Charles | 
Cox, controller and assistant treasurer, 
Western Air Lines, and David B. Mac- 
Tavish, treasurer and controller, Los 
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Angeles Turf Club, Inc.; Secretary, Paul 
Kircher, professor, School of Business 
Administration, University of California 
at L. A.; Arrangements Chairman, Robert 
J. Barrett, Jr., controller, Thompson Ramo 
Wooldridge Inc. ; Finance Chairman, Paul 
A. Walgren, controller, University of 
Southern California; Golf Tournament 
Chairman, John B. DeNault, controller, 
Farmers Insurance Group ; Housing Chair- 
man, B. D. Beckerlegge, controller and 
assistant secretary, Pacific Finance Cor- 
poration ; Inter-Control Attendance Chair- 
man, Ralph C. Wamser, controller-treas- 
urer, Marsh & McLennan-Cosgrove & 
Co. Inc. of L. A.; Ladies’ Hospitality 
Chairman, William D. Sullivan, comp- 


Progress—Clifford W. Hood 
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Phillip L. West 
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COUNTERS INFLATION AND TAXES 


A collection of papers presented at the 
27th Annual National Conference of Controllers Institute of 
America held in Atlantic City, New Jersey 


Contents 


Profit Elimination Trend Threatens America’s Freedom and 


Economic Depreciation—William W. Werntz 
The Outlook for Taxes—Dr. Alfred Buehler 
Financing a Company During Inflation—Fred P. Slivon 


Planning Ahead for Financing in a Seasonal Industry—Food— 


Recent Money Market Developments—James J. O’ Leary 
Recent Trends in the Bond Market—A. B. Hager, Jr. 
Outlook for Banks in Company Financing—James M. Large 


New Peaks in Production Require Expanded Plant Capacity— 


Financial Forecasting and Budgeting—John McKnight 


Direct Costing for Internal Profit Measurement— 


$1.00 


Address orders to 
CONTROLLERS INSTITUTE OF AMERICA 
Two Park Avenue, New York 16, New York 


Please add city sales tax if order is for New York City delivery 


Mutual 


Casualty 
Company; Program Chairman, Russell C. 
Galbraith, director of financial operations, 
California Division, and assistant secre- 


troller, Lumbermens 


tary, Lockheed Aircraft Corporation; 
Publicity Chairman, Max Lorimore, comp- 
troller, Union Oil Company of California ; 
Reception Chairman, Edgar W. Shoe- 
maker, controller, American Potash & 
Chemical Corp.; Registration Chairman, 
Wesley S. Bagby, comptroller, Pacific 
Mutual Life Insurance Company; Speak- 
ers’ Hospitality Chairman, S. H. Durkee, 
vice president and treasurer, the Superior 
Oil Company; and Transportation Chair- 
man, Frederick D. Cowles, treasurer, 
Brunswig Drug Company. 
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Your Spending Decisions 
(Continued from page 172) 


mathematics will show that the respective 
per cent profit earned on each after the 
recovery of capital to be minus, zero, 8%, 
13%, 19% and 23%. The “minus” 
shows that in the first ‘investment’ no 
profit will be earned: in fact the capital 
is not even recovered. The ‘‘zero” indi- 
cates that the capital is recovered but no 
profit is earned. Four of these spending 
decisions show profits which should be 
further examined by comparison with the 
firm’s capital use-rate and cut-off rate and, 
let us assume, these are 15% and 20% 
respectively. Disregarding irreducible fac- 
tors, our simplified analysis of these six 
spending decisions indicates that we 
should approve only one, the one that 
promises 23%. 

Now let us use the break-even point 
analysis for its proper purpose—to test 
the security of the investment. All these 
investments have a computed payout or 
break-even period of four years at zero 
rate of return. Comparing this with the 
predicted economic lives gives us an in- 
dication of the factors of safety of each in- 
vestment. In the first example, the factor 
of safety is negative because the economic 
life is three years and the period required 
for break-even is four years; in the second 
there is no factor of safety because the 
economic life is four years and the period 
required for break-even is also four years. 
The greatest factor of safety is in the last 
investment where the predicted economic 
life of 12 years can be in error by as much 
as eight years before break-even: that is 
before the decision is reversed. 

The use of the payout period as the 
sole test of a spending decision neglects 
the following fundamental principles: 


1. The purpose of an investment is not 
merely to recover the investment but to 
make a profit on it. 

2. The break-even point of an invest- 
ment is not a test of its profitability. 

3. The break-even point of an invest- 
ment is not even a test of its — un- 


| less it is compared with the predicted 


value which it is testing. 

4. As a matter of fact, not one but 
several break-even analyses should be 
made to test those predicted values that 
reasonably could change. 


The use of the payout method adds the 
following errors to the foregoing list: 


1. The payout method gives approval 
to unacceptable investments having short 
economic lives. 

2. It rejects acceptable investments hav- 
ing long economic lives. 

3. The payout method confuses testing 
the profitability of an investment with its 





true function; it is a tool of financing to 
determine the date when the capital will 


| be paid back. 


An illustration which best summarizes 
the payout method is this: If a lender 
were to say “I will lend you $1000 if you 
will repay it in not more than four years” 
he would be using the payout method. He 
would know when he would recover his 
money. This would assist him in financing 
new loans but he would have no idea of 
the interest he might receive, if any, be- 
cause apparently this was not his criteria 
in making the loan. 


The First Essential Reason for Using Sci- 
entific Analyses of Spending Decisions, 
The first reason for using scientific analy- 
ses of spending decisions is the point of 
the story of a large corporation’s president 
who spent a sleepless night struggling 
with the conviction that his firm had been 
committed to a wave of rash spending 
decisions. The company’s greatest appro- 
priations budget had been recently ap- 
proved. There had been no analyses of 
these spending decisions except by the 
payout method and the president had just 
been harshly awakened by the realization 
that the payout method was not a test of 
anything except when to finance. His first 
act the next morning was to stop all 
spending projects until each was analyzed. 
He later remarked that he could see no 
reason why his firm’s spending decisions 
should be the subject of his nightmares 
when the profitability of the firm’s invest- 
ments, if properly tested and approved, 
should be the subject of endless pleasant 
dreams. 


The Second Essential Reason for Using 
Scientific Analyses of Spending Decisions. 
The second reason for using scientific 
analyses of spending decisions is found 
in the magnitude of these decisions. The 
magnitude of spending decisions of the 
firm are all reflected very clearly in the 
firm’s financial statements. For example, 
in the balance sheet the fixed assets are 
all the result of spending decisions and 
their magnitude may be as much as 75% 
of the firm’s entire net worth. The earned 
capital and the depreciation reserve each 
represent money that has been retained in 
the firm primarily to provide funds for 
the firm’s spending decisions. If the com- 
pany’s working capital has not increased, 
then all these retained funds have been 





CONTROLLER 


New York commercial company has 
opening for experienced, able ex- 
ecutive as controller to assume fi- 
nancial accounting responsibility. 
Only qualified, top flight applicants 
will be considered for this impor- 
tant post. Permanent with good 
salary. State full history first letter. 
Replies confidential. 
Box #D2382, The Controller 

Two Park Avenue New York 16, N. Y. 
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used for spending decisions. Funded debt 
is still another reflection because it, too, is 
one of the major sources for the firm’s 
spending decisions. In these various ways 
the balance sheet reflects both the cumula- 
tive and annual magnitude of the spend- 
ing decisions. 

The profit and loss statement also re- 
flects the firm’s spending decisions because 
today’s expenditures for labor, materials, 

wer (and in fact for all disbursements ) 
are the result of prior decisions to invest 
in processes which determined the amount 
of labor, materials, power and so on that 
would be required in subsequent years. 
These prior decisions determined the 
standard costs to be expected as a result 
of the spending decision to adopt one 
process over another. Thereafter, efficient 
management can only vary the costs 
around the norm represented by those 
standard costs. As a result all the items 
on the profit and loss statement, including 
the profit itself, reflect the firm’s prior 
spending decisions. 


The Third Essential Reason for Using Sci- 
entific Analyses of Spending Decisions. 
The third reason for using scientific analy- 
ses of spending decisions is found in the 
fact that there is no place to hide from a 
spending decision. One might say, “Yes, 
of course, there is—just don’t spend the 
money!” But the following example will 


illustrate the impossibility of hiding from | 


a spending decision. 

Suppose there is an opportunity to 
spend $1,000 which will result in annual 
savings of $250 for 12 years. Of course, 
you don’t have to spend the $1,000, but if 


you don’t spend it then you must spend | 
$250 a year in disbursements as the result | 


of operating the present process, machine, 
or equipment. Spending $250 a year for 
12 years means you will be $3,000 out of 


pocket, not $1,000. Whoever thought he | 


could hide from the decision to spend 
$1,000 will therefore spend it and more 
in the long run. 

This has given rise to the statement at- 
tributed to Henry Ford that “if you need 
a new machine and don’t buy it, you pay 
for it without getting it.” 

This demonstrates the wisdom of a 
company policy making executives re- 


sponsible for creating and suggesting op- | 


portunities for investment in the activities 
of the business. It implies, furthermore, 
that the first investment must be for an 


(Continued on page 188) 





* By the mathematics shown on page 171, 
this is a rate of return of 23% after recovery 
of the $1,000. 
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Reception 
Buffet 
MONDAY 
A.M. Members Meeting 
Welcoming Remarks—A. Scott Anderson, Mayor of Richmond 
Technical session 
Subject: | How To Get Your Company in Shape to Meet Long-term 
Growth 
Speaker: Clarence Drayton, senior staff associate, Arthur D. Little Co., 
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| NOON Luncheon 
| Subject: The Effect of the Federal Housing Program on the Economy 
| Speaker: Albert M. Cole (formerly Federal Housing Administrator), 
executive vice president, Reynolds Aluminum Service Com- 
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Subject: Evaluation of Operations by Management 
Speakers: R. G. Lochiel, senior vice president, and S. B. Goldthorpe, 
comptroller and assistant vice president-finance, Capital Air- 
lines, Inc. 
EVE. Banquet P. Rowland Wagner, Norfolk, Va., speaker 
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| TUESDAY 
A.M, Technical sessions 
Subject: Current Trends in Accounting for Depreciation 
Speaker: Walter R. Staub, Lybrand, Ross Brothers and Montgomery 
Subject: | New Trends in Financial Management 
Speaker: Roger R. Crane, director, Management Services, Touche, 
Niven, Bailey & Smart 
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Subject: Financial Stability and the Federal Reserve Bank 
Speaker: Charles W. Williams, economic advisor, Federal Reserve 


| Bank of Richmond 
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Your Spending Decisions 
(Continued from page 187) 


education in the use of this scientific tool; 
and of all the investments the firm can 
make, education in the know-how of pro- 
posing and analyzing the firm’s ach ol 
decisions will pay the greatest return on 
the investment. 


ASSIGNING RESPONSIBILITY 
FOR THE ANALYSIS OF 
SPENDING DECISIONS 

In the first place, every executive 
should, of course, be trained to under- 
stand and to analyze his own spending de- 
cisions. This should be a part of standard 
management training. But the executive 
should also be able to call on a staff em- 
ploye or staff unit within the company 
that is competent to handle all the fine 
points of analyzing the firm’s spending 
decisions. The importance of a trained 
staff unit of one or more employes cannot 
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be overestimated: it will pay for itself 
many times over; it will advise executives 
on their spending decisions; it can, in 
fact, train and educate executives in sim- 
plified analytical methods and disseminate 
the company’s policies and procedures re- 
garding its spending decisions. One of its 
most important duties will be the check- 
ing and processing of appropriations re- 
quests prior to their submission to top 
management for final approval. 

Most companies already have some 
kind of organization responsible for the 
checking and processing of appropriations 
requests. It is here that the modern tech- 
niques for the analysis of spending de- 
cisions should be injected into the firm. 
This responsible function most generally 
is located in the controller’s office; how- 
ever it is sometimes found to be located 
in the sphere of the chief engineer’s office. 
This is readily understandable because 
this area of knowledge bridges the gap 
between the engineering and finance ac- 
tivities of the business. 
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If a company does not have an existing 
organization responsible for this impor- 
tant function, it should create one. Eve 
company presently has an organization te- 
sponsible for showing how profitably the 
money was 5 i in the past, namely the 
accounting department. Why should it 
not have an organization responsible for 
showing how the money should be spent 
in the future in order to anticipate the day 
of accounting for profits? 

Adequate training in this subject for 
executives is possible, based on our ex- 
perience. This training should include the 
philosophy, principles, and techniques of 
the subject; the setting up and solving of 
the mathematical equation; and the know- 
how to handle the other factors of the 
analysis such as economic life, income tax, 
salvage, risk, capital use-rate and so on. It 
must definitely have depth and breadth by 
going beyond reliance on a single or a 
few handbook formulas or the knowledge 
gleaned from a single magazine article or 
a lecture—perhaps like this one. 
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Office Automation 


Dad dear stove 


FOR EXAMPLE — 
any special-type data you require 
searched out from tape and printed 


FLEXOWRITER® is an automatic writing ma- 
chine which produces a code-punched tape 
as a by-product of writing the original docu- 
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tegrated data processing system, the punched 
tape automatically creates other records, 
eliminating the continuous manuai re-process- 
ing of data that runs up office costs. Auxiliary 
units expand Flexowriter applications. 
Friden’s SELECTADATA®, for example, searches 
out and prints selected data in punched tape. 
Selectadata can be programmed to 
select specific items in billing or in- 
voicing, names and addresses, any a 
of scores of specified item data. 
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Machine of American Business, and Friden Natural 
Way Adding Machines. 

Start with one Friden unit, then add another and 
another as each pays for itself. This is the practical, 
economical way to convert your office routines to 
profitable automation! 
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APPRAISING EXECUTIVE PERFORMANCE* 
By Carl Heyel 


Reviewed by ARTHUR J. GRIFFIN 
Controllers Institute of America 
New York 


At one time or another, we have heard 
the reasons why a promising and capable 
man chooses to leave one firm for an- 
other: 


“I was getting lost in the shuffle . . .” 

“It’s a better opportunity . . .” 

“They're offering more responsibility, 
more money . . . 


Sometimes the reasons are justified, 
sometimes they aren't. When it is justi- 
fied, one underlying factor seems to run 
through the reasons like a theme: the 
need for recognition. And recognition, in 
the form of a raise, a pat on the back, or 
a promotion, is always predicated by ap- 
praisal whether it is a spur-of-the-moment 
decision or the result of a formal ap- 
praisal program. 

This book stresses the advantages of 
a carefully planned and well-thought-out 
appraisal operation. The opening sentence 
of the Foreword states: ‘The appraisal of 
executive performance is one of the basic 
tools of management.” Every chapter af- 
ter that is devoted to proving it and out- 
lining the preferable steps in achieving a 
sound program. 

Like the fundamentals of a good news- 
paper story, all the angles are covered: 
Who, What, Where, When and Why. 
How is added to make systematic appraisal 
of executive performance a fact by using 
the precepts put forward in the book as a 
guide to implementing a basic program. 

What and Who are introduced in 
Chapter I: What Is Appraisal and Who 
Is Involved ? Executive appraisal is offered 
as a systematic procedure according to 
plan and backed by supporting informa- 


* Published by American Management Asso- 
ciation, 1515 Broadway, New York 36, N. Y. 
$4.50. 
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tion, not reliance on a general impression 
or an off-the-cuff evaluation. 

Who goes into the pros and cons of 
individual versus group appraisers, the 
pitfalls of appraising by subordinates. 

Why is covered in Chapter II: Why 
Appraisal? Here, the author again ham- 
mers home his main point: ““. . . nothing 
can be more important to the individual 
executive than to know the tools (that is, 
the people) with and through whom he 
works.” The advantages to both appraiser 
and appraisee are brought out as well as 
points for the individual to use as a basis 
for selling the idea of appraisal to his 
management. 

When is offered in Chapter III: The 
Proper Climate For Appraisal. Here, the 
necessity of backing from all levels of 
authority is underlined, the need of mu- 
tual understanding is expressed. Just as 
important, a list of questions the ap- 
praiser should ask himself is given, and 
the danger of using appraisal as a dis- 
ciplinary device is emphasized. 

W here—Chapter X: Backstopping The 
Appraisal—lists some of the firms using 
systematic appraisal (General Electric Co., 
Detroit Edison, etc.) and briefly describes 
the way appraisal is utilized as part of 
their internal personnel operations. 

How is dealt with in several chapters. 
Methods for judging performance, man- 
agerial skills, personal traits and behavior 
characteristics, health and stamina, are 
presented in detail, analyzed, and their re- 
lationship in the weighing of appraisal 
data is shown. 

Actually, this book can be read by an 
individual seeking self-evaluation—and 
the reader will not go unrewarded. For a 
company lacking a systematic appraisal 
program, or a company with an unsatis- 
factory or inept program, there is much 
to be gained by reading this book. It is 
especially enlightening in view of the 
many personality cultists, how to-ers, and 
overcheerful extroverts offering their for- 
mulas in today’s managerial market place. 
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ELEMENTARY 
MATHEMATICAL 
PROGRAMMING* 


By Robert W. Metzger 


Most material written to date concerp- 
ing mathematical programming has either 
been too general to permit any useful ap. 
plication or too highly technical to be 
understood except by the mathematician, 
Emphasizing clarity, this book avoids 
both these extremes and provides an ele. 
mentary description of several methods of 
mathematical programming. 

The various methods are presented by 
typical yet simple problems in a logical 
step-by-step pattern. These problems have 
been carefully chosen to represent actual 
situations. Further examples illustrate, in 
detail, the techniques involved in formu- 
lation and analysis of solution methods. 
Liberal footnoting and an extensive bib- 
liography provide suitable reference for 
the reader interested in further study in 
this and allied areas of operations te- 
search. 


* Published by John Wylie & Sons, Inc., 440 
Fourth Avenue, New York 16, N. Y. $5.95. 


ECONOMIC INDICATORS, 
THEIR USE IN BUSINESS 
FORECASTING* 


By Henry M. Platt 


The phrase “economic indicators” has 
appeared so often in newspaper financial 
columns during the recession of the past 
two years that almost every businessman 
has some idea of what it means. But for 
most it’s a rather vague idea. Most could 
say that economic indicators are some- 
thing a columnist uses to forecast business 
conditions—and that’s about as far as 
they go. 

Now, for businessmen who want to go 
further, comes a new bulletin from the 
Amos Tuck School of Business Adminis- 
tration. While it is only 18 pages long 
and written in layman’s language, it: 


1. Illustrates the theory of the self- 
generating cycle, the major factor in the 
development of economic indicators ; 

2. Reviews some of the pioneering 
work of the National Bureau of Economic 
Research in this area; 

3. Shows how—and why—21 specific 
indicators may identify cyclical turning 
points ; 

4, Analyzes the performance of these 
21 indicators during the recessions of 
1948-49, 1953-54 and 1957-58; and 

5. Points out some of their limitations. 


* Single copies available from the Amos 
Tuck School of Business Administration, Dart- 
mouth College, Hanover, N. H. Gratis. 
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FEDERAL BUDGET IN BRIEF— 
FISCAL YEAR 1960* 

The Federal Government's financial 
Jan for the fiscal year 1960 is presented 
in a 58-page booklet prepared by the Bu- 
reau of the Budget. While many of the 
Heed figures will undoubtedly be changed before 


‘ither final adoption, the booklet is valuable in 
I ap. showing the current plans of the admin- 
>be istration. The first part of the booklet in- 
Cian. dudes a summary of the over-all budget 
roids while the second part shows the budget 
ele. information by function. Part 3 of this 


is of booklet reviews the federal budget proc- 
ess and financial system while the final 


d by part gives supplementary information on 
gical specific programs. 

have 

‘tual 


—— . 
* For sale by the Superintendent of Docu- 





> in ments, U. S. Government Printing Office, 
‘mu- Washington 25, D. C. 25 cents. 
ods, 
bib- 
for | REPAIRS VS. CAPITAL . Pa 
yin | EXPENDITURES* “oe ay TEAK Verocessive I oe 
" By James C. Wriggins & al 
George Byron Gordon 


440 Following a general statement of the 
statutory and case law on the question, the 


decisions of the courts in the leading cases 


are classified in the basic categories in 
which repairs expenditures must fit to be 
allowable, and grouped according to 


whether the deduction was successfully 





sustained or the expenditure had to be ; ene 
capitalized, The important terms underly- Our high-speed data processing quoted. R & s methods of develop- 
ing the arguments for the current deduc- machines (punched card, paper and ment and costing can be invaluable 
has tion of repairs expenses are defined in the | magnetic tape converters, and elec- —1. they reveal actual costs you can 
‘ial ig of the courts, and the areas of con- tronic computers), with trained compare with your company oper- 
ast ict arising from the fluid line of demat- crews to man them, swiftly deliver ated equipment; 2. provide accu- 
an cation between repairs and capital expend- Satta a q eh by Seis DY aid 
for itures are fully discussed. the business facts you need. rate, impartial in ormation to ai 
ild ee Processing problems, single or in your making decisions: on the 
ne- sage Oy - a et Coney multiple, are analyzed individually, rent, lease or purchase of additional 
East 26, reet, New Yor P ee ‘: 5 A ‘ ° 
ess $10.00. methods developed and fixed costs installation. 
as 
. i For complete information and rates call or write Dept. C at 
a URCHASING FOR PROFIT any of the regional data processing centers listed below. 
~ In today’s highly competitive markets, 
= the companies that don’t “buy right’’ will 
ng end up with products that are priced too 


high for saleability—or too low for profit. 


If. In this report, purchasing executives from RECORDING & STATISTI CAL 





he some of the nation’s most successful or- 

ganizations discuss the administration of 
ng the purchasing function in today’s econ- fefe] ite) F Yale) || 
Lic a ieee Executive Offices: 176 Broadway, New York 38, N. Y. 
fic analysis, make-or-buy decisions, purchas- \ 
1g ing research, EDP, standardization, and 

advanced statistical and mathematical tech- NATION WOE RéeS meat 
se niques. Other purchasing experts describe : 
e realistic approaches to cost reduction in 
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. | 1A Management Report No. 20, Ameri- MONTREAL: 407 McGILL STREET, MONTREAL, CANADA. Plateau 383) 
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A Simplified Standard Cost System 
for a Continuous-Process Operation 


(Continued from page 175) 


ginning of the study. A definite schedule 
covering each step was also established 
and an estimate made as to how much 
time would be needed to have the trial op- 
erating on a proper, measurable basis. The 
schedule indicated that, by the end of six 
months, standards should have been es- 
tablished, procedures and forms com- 
pleted and the system in operation as an 
additional month-end responsibility of the 
clerical supervisor for the selected prod- 
uct. 

The manufacturing representative was 
to work on the installation for four 
months. During this time he would estab- 
lish the ingredient, operating labor, re- 
pairs labor and power standards. The ac- 
countant would be involved in the study 
for the entire six months and as required 
thereafter on a sporadic basis. He would 
establish the required procedures, design 
the forms, set standards for various items 
of overhead and bring the system to- 
gether. This schedule was met without too 
much difficulty and in less time than was 
anticipated. The system is now function- 
ing as planned. 


REALISTIC, ATTAINABLE STANDARDS 

For this installation, the standards were 
based on the best consecutive three or 
more months’ experience during the prior 
three years, incorporating therein various 
process changes and expected improve- 
ments. It was emphasized continually that 
standards would be attainable if opera- 
tions were conducted as efficiently as was 
to be expected. 

The ingredient and labor standards 
were established by manufacturing per- 
sonnel themselves, subject to careful re- 
view and some minimum approval. The 
standards were not made as “tight” as 
might have been possible inasmuch as this 
was the first use of this type of cost con- 


trol. Also, particular emphasis was being 
placed on demonstrating to production 
personnel that the standards would not be 
the concoction of some idealistic theoreti- 
cal accountant. (As it has turned out, 
costs have been substantially reduced due 
to various reasons, one of which, it is 
agreed, is standard costs.) In several in- 
stances, original standards were “beaten’’ 
consistently. These were revised after con- 
sultation and agreement with manufactur- 
ing supervision. It is expected that other 
revisions will be made when appropriate. 


INGREDIENT STANDARDS 

The development of standards for in- 
gredients involved determining how many 
pounds of each raw material should be 
required per pound of finished product. 
In instances where ingredients consumed 
do not vary proportionately to production, 
fixed monthly quantities were set as the 
standard. Such ingredients are of minor 
importance. At the end of each month the 
various standard ingredient factors are ap- 
plied to the total finished product to de- 
termine the standard pounds of each that 
should have been consumed. This total is 
compared with what was actually con- 
sumed to determine consumption efficien- 
cies. To interpret variations in terms of 
dollars, both standard and actual quanti- 
ties are multiplied by the same unit price 
and dollar variances so noted. 


LABOR STANDARDS 

Because of the more or less fixed labor 
force, labor standards were established as 
so many allowed hours per month. Be- 
sides having total allowed hours there is 
a breakdown by areas of supervisory re- 
sponsibility. Each supervisor knows the 
hours allowed his area for the month and 
that this allowance will be compared with 
actual hours charged to determine area 











CHANGING YOUR ADDRESS? 


Notice of change of address for THE CONTROLLER should 
be received in the editorial offices of THE CONTROLLER, 
Two Park Avenue, New York 16, N. Y., before the first of 
the month to affect the following month’s issue. For instance, 
if you desire the address changed for your June issue, we 
should be notified of your new address before May 1. Be 
sure to include your postal zone as well as your old and new 


address. 
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efficiencies. To enable such a comparison, 
all labor cost codes had to be changed, 
Labor hours had not previously been ac. 
cumulated by selected operating areas, 

The comparison of actual and standard 
labor hours is translated into dollars by 
multiplying each set of hours by the actual 
average plant wage rate for the month, 
This wage rate includes such fringe bene. 
tits as F.I.C.A. taxes, pension costs, etc, 
Discussion of the merits of using the av- 
erage plant wage rate does not properly 
belong here but it does much to reduce 
clerical work. 

Determination of labor standards was 
not so simple as may be indicated. Even 
though the number of jobs was more or 
less fixed, it was still necessary to make 
provision for the fact that months have 
varying days. Around-the-clock operation 
involves use of a fourth “‘shift-breaking” 
crew. Because this crew does not replace 
anyone two days each week, increased 
hour allowances had to be provided in 
those areas where it does miscellaneous 
work. A certain amount of unavoidable 
monthly overtime also had to be included 
in the standards. 


COST SHEET CLASSIFICATIONS 

The customary cost sheet breakdown 
into materials, labor and overhead was 
not followed. Instead, costs were grouped 
as materials, plant-controlled costs and 
nonplant-controlled costs. Items listed as 
plant-controlled costs include operating 
labor, repairs labor, maintenance mate- 
rials, operating supplies, power and plant 
salaries. Nonplant-controlled costs include 
plant overhead (a good portion of which 
is general facilities depreciation accrued 
at the home office), home office overhead, 
research, engineering, direct depreciation, 
taxes and insurance. 

Of the plant-controlled costs, the deter- 
mination of operating labor standards has 
already been described. Because the other 
plant-controlled costs are less predictable, 
the establishment of standards for them 
was not so scientific as was possible for 
operating labor. Much reference had to be 
made to past experience. However, as in 
the case of operating labor, standards 
were established for each area of supet- 
visory responsibility. 

Repairs labor standards are stated in 
terms of hours allowed per month, with 
proper recognition being given to 28-, 30- 
and 31-day months. The hours are trans- 
lated into dollars when multiplied by the 
actual average hourly plant wage sate. 
Totals so derived are compared with the 
actual repairs labor cost charged to the 
areas and variances are noted. The main- 
tenance materials and operating supplies 
standards were established as monthly 
dollar allowances, with totals depending 
on the number of days in each month. Be- 
cause the cost of operating supplies is rel- 
atively small, several areas were grouped 
and only two standards established. 
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STANDARDS FOR 
STEAM, ELECTRICITY AND WATER 

The determination of standards for 
ower was rather difficult. It was recog- 
nized that, despite care followed in for- 
mulating proper bases, the derivation of 
monthly standard quantities would, at 
best, be approximations. To establish 
more scientific standards would have re- 
quired considerable additional engineer- 
ing assistance at a cost not considered ap- 
propriate for this installation. Physically, 
the plant has a powerhouse, which pro- 
duces the steam and electricity and sup- 
plies the water required for manufactur- 
ing various products. After all power costs 
have been separately accumulated, unit 
costs are computed for each element of 
power. These unit costs are then used to 
distribute the total monthly power cost to 
all products manufactured. The total 
charge to any product depends on the kil- 
owatts of electricity, pounds of steam and 
gallons of water used. 

The computation of power standards 
required determining how many pounds 
of steam, kilowatts of electricity and gal- 
lons of water are usually required per 
pound of finished product. Difficulties 
arose because there is no direct relation- 
ship between power elements consumed 
and pounds of product manufactured. For 
example, so many pounds of steam are re- 
quired to maintain various heating units, 
such as condensers, at required tempera- 
tures and pressures regardless of produc- 
tion. The effect of winter and summer 
temperatures also had to be determined, 
although such influence was considerably 
less than expected. 

The solution accepted for steam was 
standards which allow a fixed amount of 
steam up to a certain production level 
after which a steam consumption factor is 
applied to production in excess of the 
minimum. The two figures are totaled 
each month to determine the steam quan- 
tity allowance. The quantity allowance is 
multiplied by the unit cost for steam and 
compared with the actual steam cost 
charged the operation, the latter being 
based on total meter readings for the 
month multiplied by the unit steam cost. 

Standards for electricity were similarly 
established, except that several factors 
were derived in addition to a minimum 
monthly kilowatt allowance. The partic- 
ular factor used each month depends on 
the production level reached—the higher 
tian, the lower the factor used. 
Total production is multiplied by the per- 
tinent factor to compute the month’s elec- 
tricity allowance. The procedure for com- 
paring actual and standard electricity costs 
is the same as that used for steam. 

In the case of water there is a minimum 
monthly allowance plus several applicable 
factors. The factor used depends on the 
average water temperature for the month, 
being higher when the temperature is 
higher. Inasmuch as there are steam, elec- 
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tricity and water meters for each of the 
two areas in which manufacturing takes 
place, separate standards were established 
for each area. Because of the many varia- 
bles present it was exceedingly difficult to 
establish firm power standards. Their ex- 
istence, however, has provided a means of 
analysis which evokes explanations and 
has led to reduced consumptions. 


SALARIES 

Standards established for salaries were 
based with the plant’s organization chart 
which lists the various individuals as- 
signed each area or product. Standards 
were stated in terms of people and were 
set for each of the product’s two manufac- 
turing areas. Each month these standards 
are compared with total individuals 
charged each area. 


The actual salary cost charged an area 
is the result of multiplying the average 
plant salary figure by a number of salaried 
people assigned to the area. The average 
salary figure used is computed by dividing 
total plant salary cost including fringe 
benefits by total salaried personnel. This 
average figure is also applied to the area’s 
standard personnel figure to determine the 
standard salary cost which is compared 
with actual salary cost charged. 


NONPLANT COSTS 
Inasmuch as nonplant-controlled costs 
are subject to a minimum of change and 
because depreciation, the largest item, is 
readily determined, these standards were 
established with little difficulty. The 
(Continued on page 192) 
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Confer se Play at Santa Pe a tH May 
1959 Western Regional Conference 


Controllers Institute of America 


Program 
May 21 Registration and Reception 


M. 22 Breakfast Speaker: J. McCall Hughes. Subject: National 
ay Reorganization of Controllers Institute. 
Speaker: R. N. Link, vice president, Blyth & 
Co., Los Angeles, California. Subject: Diver- 
sification Through Merger. 

Speaker: W. P. Gullander, vice president-f- 
nance, Weyerhaeuser Timber Company, Ta- 
coma, Wash. Sxbject: Forest Products Ac- 
counting—A Problem in Measurement. 

Golf and swimming 

Ranch Party 


A.M. 


Luncheon 


P.M. 
Evening 
Mi 23 >. Speaker: Dr. T. J. Kreps, professor of Eco- 
ay nomics, Graduate School of Business, Stanford 
University. Subject: Economic Preview of the 
Sixties. 
Speaker: E. §. Hochuli, manager of Employe 
Relations, The Convair-General Dynamics 
Corp., San Diego, California. Subject: The 
Controller’s Role in Collective Bargaining. 
Speaker: Dr. Kurt von Gruenther, assistant 
director of Economic Research, International 
Bureau of Business. Subject: To be announced. 


Plus Special Ladies Program 
SPONSORED BY THE LOS ANGELES CONTROL 


Santa Bartara Lilimonre, Santa Barbara, California 


Luncheon 
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A Standard Cost System 


| 
} 
| (Continued from page 193) 


standard for each nonplant-controlled 
item is a monthly dollar allowance de. 
rived by the accounting department and 
based primarily on existing depreciation, 
tax and insurance rates. 

Once standards had been agreed to by 
all concerned, particularly the manufac. 
turing personnel who would be held ac. 
countable for variances, a very simple 
standard cost folder (only 10 pages dou- 
ble-spaced) was prepared and circulated 
to all concerned. A report summarizing 
all actual costs for the preceding three 
years, data which had been used in estab. 
lishing several of the standards, was also 
prepared. This report was quite detailed 
and made extensive use of charts. It has 
been of extreme value to production sv- 
pervision when analyzing variances. 





| COST ANALYSIS REPORT 


The heart of the standard cost system 
| is the monthly cost analysis report which 
compares actual and standard costs. This 
report is prepared in the area office of the 
plant on a ditto form. The flow of cost 
information was so scheduled that the te- 
port would be made available close to 
month-end. This has overcome a major 
objection of the previous system. Repeti- 
tive information, such as column and ac- 
| count titles, are typed on ditto-master 
| sheets well before month-end. 
| As operational data are received, they 

are hand written onto the ditto sheets in 
| the appropriate pre-typed columns and 
| lines. Once all pertinent information has 

been so entered, the ditto-master sheets 
| are run off and some 20 finished cost anal- 
| ysis reports are prepared. Within a half 
| hour after all data become available, 
copies of the complete report are ready 
| for circulation to supervision. 
| The pages of the cost analysis report 
| are so arranged that related information 
| is shown on separate sheets. The facing 
| sheet compares total actual and standard 
| costs, and has a comparison of actual and 
| standard unit cost totals. There is also a 
| breakdown of this information by ingre- 
| dients, plant-controlled and nonplant-con- 
trolled costs. Subsequent sheets in the re- 
| port detail these comparisons. 
| There is still a further breakdown of 
each item of plant-controlled cost. Sepa- 
rate sheets are supplied on which the ac- 
| tual and standard hours as well as costs of 
| operating labor, repairs labor and main- 
tenance materials, operating supplies, 
| power and salary are compared by areas 
of supervisory responsibility. Each supet- 
visor is made aware of his efficiency 
| through these comparisons of actual costs 
| with standards he helped establish. 

To complete the monthly cost report 
within five working days after month- 
end, several prices and costs have to be 
estimated. These include ingredient prices, 
depreciation, property taxes, insurance, 
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XUM 


engineering and research costs, which are 


accumulated at the home office and not | 


available until some 15 days after month- 
end. Finai total and unit costs in the re- 
ort, therefore, are in part based on esti- 
mates. . ee 
ysed to give manufacturing supervision a 
complete picture when analyzing costs 
and are not employed for accounting pur- 
poses their use has been quite satisfac- 


Inasmuch as such estimates are | 


tory. Also, inasmuch as most ingredient 


prices are covered by long-term contracts 
and because it is possible to anticipate 
significant changes in other items, esti- 
mates made are always very close to the fi- 
nal actual cost. Seldom do actual costs differ 
by more than 1% from estimated figures. 


COST MEETINGS 

The cost analysis report is circulated to 
area supervision, after which a cost meet- 
ing is held to review, analyze and discuss 
the month’s activities. Various cost charts 
on sheets 28” x 34” which show detailed 


ingredient, labor and overhead cost trends _ | 
are used at these meetings. Not only is | 


each month’s data inserted on the chart, 
but similar figures for the prior year have 
already been charted. Lines representing 
standards have also been included to facil- 


itate comparisons. Scotch tapes of various | 


colors are used on the charts. Keeping the 
charts up-to-date is a simple matter once 


tapes representing standards and prior | 


year operations have been entered. It 
merely involves afhxing tapes representing 
current month figures. The analysis report 
and charts are reviewed jointly and various 
ineficiencies and efficiencies are discussed 
with plans being formulated for their 
elimination or continuation. These plans 
are noted as the responsibility of a spe- 
cific supervisor and are referred to at sub- 
sequent meetings to determine what prog- 
ress has been made. 

The monthly cost meetings and the 
availability of standards have led to many 
benefits. Existing cost procedures have 
been converted to a more effective system 
of controlling and reducing costs. Manu- 
facturing supervision is better informed. 
Time is now taken each month to review 
and discuss costs. Definite plans are es- 
tablished to bring about improvements. 
Since standard costs have been in existence 
there have been significant cost reduc- 
tions, part of which, it was agreed, was 
due to the use of standard costs. 

To be certain that the installation had 
resulted in advantages claimed and that 
the system was not just additional clerical 
work, several review meetings were held 
within the accounting department and by 





management to analyze all phases of the | 
installation. The superintendent in charge | 


of the manufacturing area concerned par- 
ticipated in these meetings. It was his 
opinion that the installation had provided 
manufacturing personnel with an addi- 
tional tool to do an improved job and 
that they are making much more use of 
existing cost data. 
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6 COST SAVERS 


THAT WILL POINT THE WAY TOWARD 
SAVINGS IN 


. . » ACCOUNTING 
. . « RECORDS 
. . . COMPUTERS 
. BUDGETING 


Your planning and thinking will 
take giant steps toward hard-fact decisions when you own 
the following books based on actual case histories and care- 
fully compiled research. 


WHOLE-DOLLAR ACCOUNTING, now in its second printing, gives the 
specific details and clear-cut procedures 14 firms use to make this work 


simplification idea a part of their accounting operation. 
Pe a a Po. gence wan nade $7.50 ($6.00 to CIA Members) 


RECORDS RETENTION AND CONTROL shows how 13 firms organized, 
planned and implemented savings in space, time and money by adopt- 
ing workable systems for the retention and control of their records. 

My ic 5. can abteae teens hee ous $7.50 ($5.75 to CIA Members) 


BUSINESS ELECTRONICS REFERENCE GUIDE, VOL. 4, details hundreds 
of computer and data-processing applications in actual operation by 
more than 350 companies. Gives the details on 34 American and for- 
eign electronic computers commercially available, reports of 71 com- 
puters available on a fee or rental basis, and much, much more. 

COD PERE one ce de eaigaisa cen $15.00 ($10.00 to CIA Members) 


APPRAISING THE ECONOMICS OF ELECTRONIC COMPUTERS will 
bring you a common-sense, businessman’‘s appraisal of computers—cuts 
through the technicalities on a dollars-and-cents basis that will help 
decide whether or not your firm needs an electronic computer. 

MIR 6. + «a wba ns eaeees can $4.00 ($3.20 to CIA Members) 


BUSINESS BUDGETING, the only book on profit-planning that covers a 
broad range and still telescopes the complete process so that every 
facet of successful budgeting is pin-pointed for you. Your knowledge of 
successful profit-planning will be increased immensely with this pene- 
trating study based on the actual management practices of 424 firms 
with a better-than-average reputation for budgeting. 

SOR ican 5 5d atnverd ans So 0 $12.50 ($10.00 to CIA Members) 


CORPORATE RECORDS RETENTION, VOL. 1: A Guide To U. S. Federal 
Requirements cuts through the maze of U. S. federal requirements and 
pin-points the time-length periods for hundreds of records in 15 major 
industries. With its detailed index, you can swiftly and easily put your 
finger on specific time-length record requirements. 


BP es oxi caaderns tan bocus $10.00 ($7.50 to CIA Members) 
Order from: 

CONTROLLERSHIP FOUNDATION 

DEPT. TC 


TWO PARK AVENUE 
NEW YORK 16, N. Y. 
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Engine Rental Important in Jet Age 


Capital commitments for aircraft and 
supporting equipment in connection with 
the purchase by American Airlines of 110 
turbine airplanes total approximately $365 
million. In the financial agreements with 
the three airframe manufacturers, arrange- 
ments were made for the lease, rather than 
purchase, of the power plants and, in 
some cases, propellors. Such an arrange- 
ment is the first time that airplane power 
plants have been leased by the manufac- 
turer to the airline operator. 

Details of the financing of American’s 
new jet fleet were outlined by William J. 
Hogan, executive vice president-finance, 
American Airlines, New York, in a talk 
before the Cleveland Control of Control- 
lers Institute. Mr. Hogan stated that 
American had ordered 25 Boeing 707-123 
jets for long-distance operations, 25 Boe- 
ing 707-023 jets for intermediate-range 
service, 25 Convair 600 jets for interme- 
diate and long-range operations, and 35 
Lockheed Electra turboprops for interme- 
diate and shorter routes. 

The rental of the General Electric and 
Pratt & Whitney jet engines, Mr. Hogan 
noted, will amortize the engines over 
seven years, and the rental of the Allison 
turboprop power plants will amortize them 
over five years. American has options to 
buy the engines at any time it sees fit at 
their then amortized value, but at not less 
than 10% of the original cost of the en- 
gines. Under the Allison lease, the en- 
gines will be maintained by the manufac- 
turer so that American will save by the 
elimination of inventories of spare en- 
gines and parts. Capital will also be con- 
served under the leases by the elimination 
of progress payments to manufacturers. 


The net effect of the leases will be a re- 
duction in the total amount of capital re- 
quired by the company of approximately 
$80,000. 

The total value of the equipment, Mr. 
Hogan added, to which American will 
have access comes in round numbers to 
$445 million, comprised of $365 million 
of direct capital outlays and $80 million 
which would have been required if Amer- 
ican had not been able to enter into the 
lease arrangements. As of December 31, 
1958, turbine equipment and related spare 
parts costing approximately $20 million 
had already been delivered and paid for. 
Cash deposits with manufacturers as of 
the same date amounted to $59 million, 
leaving $286 million to be paid from 
other sources. Long-term debt financing 
has been arranged on favorable terms 
with two large insurance companies to 
cover $135 million, of which $85 million 
remains to be taken down. This leaves a 
residual of around $200 million to be 
paid for out of cash on hand, cash flow 
from depreciation allowances, retained 
earnings, equipment sales and other 
sources. American expects to amortize the 
new jet airplanes over a span of about ten 
years, Mr. Hogan added. Technically it is 
already possible to exceed the speed of 
sound, but it will be some time before 
this can be done on an economical basis 
in commercial service. 

Whether or not additional financing 
will be required to meet American's re- 
quirements will depend partly on the 
level of earnings available to the com- 
pany and partly on how the cash flow 
from earnings and other sources is spread 
out over time in relation to future com- 
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mitments. Many of the elements enterip 
into future cash flow are difficult to eval. 
uate precisely, the speaker added. For ex. 
ample, the market for used piston equip. 
ment is softening and cannot be counted 
on as a major source of funds, although 
American should do relatively better jp 
that market than the industry since it cap 
promise specific deliveries at an earlier 
date than other airlines. It may be, there. 
fore, that if the security market continues 
on the strong side American would take 
advantage of the situation and obtain 
some additional financing, despite the 
fact that its entire equipment program 
has already been financed. 


Accounting Conference in Tulsa 


Attendance of more than 400 is ex. 
pected at the 13th Annual Conference of 
Accountants at the University of Tulsa, 
April 22-23. The seminar has a nation. 
wide reputation for presenting the latest 
and best in accounting, auditing and con. 
trol practices. Sponsors are the Univer. 
sity’s College of Business Administration 
and nine professional organizations. 

Conference subjects will be of interest 
to representatives of all businesses, but 
petroleum industry personnel predomi- 
nates at the sessions here in the ‘‘Oil Cap- 
ital of the World.” King Smith, manager 
of internal auditing for Warren Petro- 
leum Corp., Tulsa, is conference general 
chairman. 

The program lists these speakers: 


M. B. T. Davies of Lybrand, Ross Bros. 
& Montgomery, Los Angeles, ‘“Control- 
lership Opportunities in Profit Planning”; 
Borden M. Coulter, Jr., associate partner, 
Emerson Engineers, New York, “Planning 
for the Control of Costs’; Robert H. 
Gregory, head of computer applications, 
Sylvania Electric Products, Inc., Need- 
ham, Mass., “Planning Capital Expendi- 
tures.” 

J. E. Stephens, manager of tabulating, 
and John Bemrose, staff geophysicist, both 
of Sohio Petroleum Co., Oklahoma City, 
“A Demonstration of Integrated Data 
Transmission’’; Verden R. Draper, patt- 
ner, Price Waterhouse & Co., Pittsburgh, 
“Recent Developments in Oil Account- 
ing,’ and Anthony L. Franzolino, train- 
ing and development manager, American 
Airlines, Tulsa, “Profitable Personnel.” 

Also scheduled is a panel discussion on 
minimizing taxes. Kenneth G. Miller, 
partner in Arthur Young & Co., Tulsa, 
will be moderator. Participating will be 
Harold A. Ranzau, tax division manager, 
Carter Oil Co., Tulsa; Kenneth Hurst of 
Williams, Hurst & Groth, Oklahoma 
City, and Chris V. Kemendo, Jr., San 
Juan Gas Corp., Tulsa. 

Speaker at the conference dinner April 
22 will be Melvin T. Munn of Dallas, di- 
rector of public relations for Blue Cross- 
Blue Shield of Texas. 
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UNDER PRESSURE .. . to get your company’s annual report and other printed 


matter out on time? Call Pandick Press—WOrth 4-2900—for quality printing, without delay. 


22 THAMES ST.. NEW YORK WORTH 4-2900 


Prandick Press, bac. ff svers renner 


701 SAN JACINTO BLDG.. HOUSTON CAPITOL 5-3972 





essen 
LEADERS IN FINANCIAL PRINTING SINCE 1923 
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Aid to Education 

As a supplement to its Aid to Educa- 
tion program, Pitney-Bowes, Inc., has es- 
tablished a Matching Educational Gifts 
Program which provides that the company 
will match its employes’ contributions to 
colleges and universities. All employes of 
the company may participate in the new 
plan, whether or not they attended the 
colleges or universities they wish to sup- 





~ CONTROLLERSHIP INFORMATION SERVICE 


port. With $5.00 as a minimum, Pitney- 
Bowes will match any employe’s gift or 
gifts up to $500 in any one year. 


Long Lunch Hour? 

A study made by a wholesale firm re- 
vealed that only 14% of its sales take 
place between 11 a.m. and 4 p.m., while 
the remaining 86% take = early in 
the morning or late in the afternoon. 


A digest of information developed by Controller- 
ship Foundation in answer to a recent inquiry. 


STOCK TRANSFER AND DIVIDEND-PAYING AGENTS 


Eight companies responded to the 
Foundation’s request for information in 
the December CIA Members’ Bulletin re- 
garding the pros and cons of companies 
acting as their own stock-transfer and div- 
idend-paying agents. Though this, ob- 
viously, is not enough of a sample for 
the preparation of an analytical report 
drawing definite conclusions, the replies 
point to various factors to be considered 
before making decisions as to the ‘‘best”’ 
way of handling these operations. 

Of the eight respondent companies, 
two employ outside transfer agents; two 
perform these operations in their own de- 
partments; and four utilize outside serv- 
ices for the stock-transfer operations but 
perform either all or part of the stock 
record-keeping and dividend-paying op- 
erations in their own organizations. 

Apparently, dollar-and-cent costs alone 
are not the determining factors in com- 
pany decisions as to how these operations 
should be handled. Reports indicate that 
companies may prefer to perform these 
operations themselves, even though it may 
be more costly, because they feel that they 
can maintain a closer control of records 
and give stockholders better and more 
personal service. 

Conversely, other companies may de- 
cide to continue having banks perform 
these services after detailed studies show 
possible savings through conversion to 
company operations because (1) they 
wish to maintain happy banking rela- 
tionships or (2) they do not wish to be 
responsible for the various legal consid- 
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erations involved in the validity of en- 
dorsements and transfers. 

Also interesting—and indicative of the 
need for reports from more companies 
before definite conclusions can be drawn 
—is the wide variance in “rule of thumb” 
break-even points for outside agency vs. 
company-performed services. Estimated 
numbers of stockholders which would 
make a company’s own stock-transfer and 
dividend-paying operation pay off, from 
strictly a cost standpoint, were reported 
as: (1) under 1000 stockholders; (2) 
20,000 or more stockholders; (3) 50,000 
or more stockholders; and (4) 100,000 
or more stockholders. This variance points 
up the purely “personal” nature of this 
problem from the cost standpoint alone. 

It seems apparent, therefore, that, on 
the basis of the replies received to date, 
no hard and fast rule can be stated re- 
garding a “best” way of handling these 
operations. The replies do indicate, how- 
ever, that companies undertaking surveys 
on this matter should consider (1) pos- 
sible economies, (2) stockholder rela- 
tions, (3) banking relationships, and 
(4) the legal aspects involved before 
making decisions to change their present 
procedures. 

* * * 


Because of the wide interest in this sub- 
ject, the Foundation would like to hear 
from other members of Controllers Insti- 
tute in order to be able to make an analy- 
sis of a representative sampling. 

—FAM 
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This Electronic World 

A Univac file computer has been jp. 
stalled in the Navy Ship’s Store Office to 
handle the accounting functions of , 
worldwide chain of 175 exchange stores, 
Reports from all exchanges will be Proc- 
essed daily instead of on the forme 
monthly basis. The computer, which the 
Navy is renting, has a memory unit, ap 
inquiry typewriter and a printer. 

€ 

Dun & Bradstreet has announced the 
completed installation of a coast-to-coast 
private wire communication system to 
carry credit and business information, 
The network, leased from Western Union 
extends for 16,000 miles and connects 79 
offices of D & B. From start to finish, the 
network was two years in the making 
growing in three stages as new equipment 
became available and personnel were 
trained to handle new volumes of traffic 
assimilated by the system. 


Businessmen’s Homework 

A poll of 400 leading business execu. 
tives, conducted by the New York Herald 
Tribune, disclosed they spend an average 
of six to seven hours weekly on office 
homework, with some reporting up to 25 
hours weekly. This is in addition to a 
regular work week that is almost always 
more than the usual 35 to 40 hours. 


Corporate Pension Funds 

The American Telephone & Telegraph 
Co. and its subsidiaries is reported to have 
the largest pension fund. Its pension fund 
holdings totaled $2,826,647,000 at the 
beginning of 1959, and covered 725,000 
employes. The fund had increased $226,- 
400,000 in the last year. 


Collective Bargaining Results 

As a result of negotiations conducted 
in 1958, 6.8 million American workers, 
or 85% of those covered by major col- 
lective bargaining contracts, won increases 
in their basic wage rates. The over-all 
average wage increase amounted to 12 
cents an hour, the same as in 1957, but 
the distribution of wage increases dif- 
ered between the two years, according to 
the National Industrial Conference Board. 
In 1957 nearly 40% of the employes re- 
ceived increases of 13-17 cents an hour, 
while in 1958 only slightly more than 
20% won this amount. The situation was 
reversed in the next higher bracket be- 
cause only 5% of the workers received 
boosts of 17 cents or more an hour in 
1957 while in 1958 this group had 
climbed to almost 20%. Average gross 
hourly earnings of workers have risen 
steadily since 1955, with gains ranging 
from 20 cents an hour in retail trade to 
47 cents an hour for railroad workers. 
The mining industry led the list in 1958 
with an 11-month average wage of $2.56 
an hour. 
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Combining simplic- 


ity and versatility, 
thenew Royal McBee 
General Records 
Poster is quickly 
and easily adapta- 
ble to writing pay- 
ables (above), re- 
ceivables (right) 
and payroll (below). 
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Low-cost way to 
modern accounting methods 


ROYAL MCBEE GENERAL 
RECORDS POSTER 


Simplifies your payables, receivables, payroll — 


as well as other important accounting jobs 


Here, in just a single compact device, you'll find 
everything you require to simplify—and mech- 
anize—your accounting. Flexibly, economically, 
without specialized personnel. The new Royal 
McBee General Records Poster eliminates re- 
petitive writing—can slash your paper-handling 
costs by 60%. With greatest speed and accu- 
racy. In small and medium-sized firms... in 
larger, decentralized companies, too. 


Your nearby Royal McBee Data Processing 
Representative will be glad to demonstrate the 
new General Records Poster—as well as other 
Royal McBee machines and methods for cutting 
automation down to size. Phone him, or write 
Royal McBee Corporation, Data Processing 
Division, Port Chester, N. Y., for illustrated 
brochure 8-533. 


ROYAL M‘BEE : c2¢2 processing division 


NEW CONCEPTS IN PRACTICAL OFFICE AUTOMATION 











TOP MEN... 

Announcement was recently made of 
the election of Fred A. Sabacek as presi- 
dent of Reproduction Products Company, 
Detroit, Mich., a subsidiary of General 
Aniline & Film Corporation. . . . Mer- 
ritt-Chapman & Scott Corporation, New 
York, has elected Robert E. Harvey as 
president. 





MR. SABACEK 


PROMOTIONS .. . 

Lloyd R. Boling recently was named vice 
president-operations coordination of Dorr- 
Oliver Incorporated, Stamford, Conn. . . . 
Arthur L. Boschen has become vice presi- 
dent-finance of Vick Chemical Company, 
New York. Mr. Boschen has been active 
in the affairs of Controllers Institute for 
many years, having served as president of 
the New York City Control, a national 
director, regional vice president as well as 
trustee and vice president of Controller- 
ship Foundation, research arm of Con- 
trollers Institute. . . . E. W. Westhead 
has been appointed controller of Ameri- 
can Viscose Corporation, Philadelphia, Pa. 
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NEW CONNECTIONS .. . 

Harold T. Rappe was elected treasurer 
and director of finance of Sealright-Os- 
wego Falls Corporation, Fulton, N. Y. 
. . » Donald J. Seidel is now secretary- 
treasurer of Jacmar Productions, Inc., 
Hollywood, Calif. . . . Robert Toler has 
become controller of W. M. Whitney 
Company, Albany, N. Y. Mr. Toler is a 


LG 


MR. RAPPE 


past president of the Long Island Control 
of Controllers Institute. . . . Frank W. 
Welling has joined Commercial Filters 
Corporation, Melrose, Mass., as vice pres- 
ident. 


ADDITIONAL DUTIES .. . 

James A. Marohn has assumed the 
responsibilities of vice president and 
controller of Crane Company, Chicago, 
Ill. . . . Schick Incorporated, Lancaster, 
Pa., has elected William J. Ryan vice pres- 
ident; he continues as secretary-treasurer. 
. . » N. Richard Velleman is now vice 
president and controller of J. Aron & 
Company, Inc., New Orleans, La. Mr. 








MR. MAROHN 





Velleman is a past president of the New 
Orleans Control of Controllers Institute 


NEW APPOINTMENTS .. . 


The appointment of Joseph J. Guidrey 
as manager of the Data Processing Center 
of Sylvania Electric Products Inc., Cami. 
lus, N. Y., was recently announced. , ,_ 
Homer T. Huffield is now treasurer of the 
Capewell Manufacturing Company, Hart. 
ford, Conn. Mr. Huffield is one of the 
charter members of the Hartford Contro| 
of Controllers Institute and served as 
president of the Control, 1944-45, . . , 
Western Massachusetts Companies, Tur. 
ners Falls, Mass., has named Norman F. 
Plante its treasurer. 

Paul L. Smith was elected treasurer of the 
Bullard Company, Bridgeport, Conn. Mr, 
Smith is a past president of the Bridge. 
port Control of Controllers Institute. . . , 
The election of Harold E. Williams as 
secretary of American Thread Company, 
New York, occurred recently. 
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J. Harold Erikson, Jr. was appointed 
controller of the F. & M. Schaefer Brew- 
ing Co., Brooklyn, N. Y. . . . David S. 
Peoples has been named controller of 
R. J. Reynolds Tobacco Co., Winston- 
Salem, IN: CC... . John J. OToole 1s 
now vice president-accounting and finance 
and controller of Canadian National Rail- 
ways, Montreal, Quebec. 

The following men have been ap- 
pointed to serve the American Institute of 
Certified Public Accountants: 

Paul Kircher, professor, School of Busi- 
ness, University of California at Los 
Angeles, reappointed to the Editorial Ad- 
visory Board. . . . W. E. Dickerson, pro- 
fessor, College of Commerce, Ohio State 
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¢ New — yniversity, Columbus, Ohio, reappointed 
stitute, [ to the Federal Taxation Committee. . . . 
C. R. Niswonger, professor of Account- 
: ing, School of Business Administration, 
vidrey F Qyford, Ohio, reappointed to the Advi- 
— sory Board on Accounting Personnel. . . . 
= Theodore Herz, partner, ‘Price, Water- : Z , 
_... [house & Company, Washington, D. C., | IN 1963 will be easier if you 
of the appointed to the National Defense Com- 


THE SEARCH FOR BRAINS 


Hart. | inittee. This Committee provides Penta- . . 
of the gon officials with advice on accounting do something about it NOW 5 a 
ntrol fF principles and policy in connection with 


ed as F defense contract costs, auditing and re- 
negotiation. 


an F, | NEW DIRECTORS ... 
George T. Sotel, vice president and 


Is your firm telling high school seniors and college students about 
the broad area of accounting careers today to insure having ade- 
quately trained accounting personnel tomorrow? 


pny T EXTRACURRICULAR ACTIVITIES . . . 
George Moller, vice president, treasurer The result of two years’ work and constant consultation with leading 
and secretary, H. H. Robertson Co. Lim- educators, this booklet answers the questions most often asked by 
ited, Hamilton, Ontario, participated as a students who are undecided upon a career. The Committee has al- 
moderator in an executive development ready sent sample copies to colleges, secondary schools and guidance 
ptogram sponsored by the Society of In- ge See eR! 
dustrial and Cost Accountants of Canada. | CORNER i caeney- 
_.. Kenneth J. Plant, comptroller of Ren- 
sselaer Polytechnic Institute took an active 
part in the fifth Biennial Workshop Clinic 
of the Eastern Association of College and 
University Business Officers held in New 
York on February 24. He participated in 
the panel discussion of ‘““How Punch Card 
Accounting Can Be Used by Small Col- 
leges.” Mr. Plant is a past president of 
ited the Albany Control of Controllers Insti- | 


of the treasurer of Sonotone Corporation, Elms- | P ; : ; : { ; 
Mr. ford, N. Y., of the same company... . | The National Committee on Education of Controllers Institute of 
idge- [ Herbert H. Koch, treasurer of Nooter | America has prepared this three-color 16-page booklet to help you 
ae Corporation, St. Louis, Mo., of his com- | inform today’s students of the many career opportunities that stem 
ns asf pany. | from academic training in accounting. 

| 

| 


YOU CAN PLACE YOUR OWN IMPRINT ON THE BOOKLET IF YOU WISH 
TO IDENTIFY YOUR COMPANY’S INTEREST IN YOUR COMMUNITY. 
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ae tute... . E. W. Weston, secretary and | 
1S. treasurer, the Weston Paper and Manu- | ne graduates in their recruiting 
of facturing Co., Dayton, Ohio, and vice | moving up im PS areas. this “careers” booklet is 
ton- president of Region VII of Controllers | eee ‘ 
» 1S Institute, is scheduled to speak at Ohio | aimed at attracting students to 
oy State University’s 21st Annual Institute | | accounting and providing you 
ail- on Accounting, to be held May 21-22 at | \ ; ; 

Columbus, Ohio. | | with future accounting person- 
7 One of the participants in the Indus- | | nel, and potential executives. 
of trial Management Engineering Confer- | 
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ULMINATING WORK which first began 
a in 1956, the Cincinnati Control of 
Controllers Institute of America last year 
undertook sponsorship of the Computing 
Center at the University of Cincinnati. 
This teaching and research center in sci- 
entific computing and data processing will 
require approximately $41,000 to cover 
costs for each of its first three years. After 
that time, the University expects sufficient 
contract work will be available to enable 
the facility to break even. 

In its campaign to support those im- 
portant first three years, the individual 
members of the Cincinnati Control solic- 
ited their managements for financial sup- 
port. Wherever possible, members of the 
Control have made use of the Service Bu- 
reau facilities provided by the Center with 
the objective of building the Center to 
self-supporting capacity at the earliest pos- 
sible date. While the Cincinnati Control 
does not have any continuing responsibil- 
ity for the direction of the Center's activ- 
ities, it does stand ready to provide such 
technical or other assistance as the Uni- 


versity may require in connection with the 


operation and development of the Center. 


Initial financing has also been aided by 


a grant of $20,000 from the National 
Science Foundation for the first year’s 
costs. In addition, the first costs have been 
partly alleviated by the fact that IBM al- 
lows reduction in rental charges for in- 
stallations at educational institutions. 
After operating for several months in 
temporary headquarters, the Center moved 
in October 1958 into its permanent loca- 
tion on the campus. In air-conditioned 
quarters, the Center has the following 
equipment: IBM 650 magnetic drum 


Cincinnati Control Sponsors Computing Center 





data-processing machine, consisting of 
power unit, console, and rating and 
punching units. In addition the Cente, 
has standard IBM machines such as , 
tabulator, reproducer, sorter, and standard 
key punch machine. 

Since the opening of the campus Cen. 
ter, its equipment has been in constant 
use and the supervisor of the Center fe. 
ports that there has been an “‘insignificant 
amount of idle time.”’ 

Official open hours of the laboratory 
are 40 weekly; at least 15 more hours’ 
use each week is made of the machine 
by authorized persons running research 
studies in the evening. Faculty members 
and graduate students with research prob. 
lems benefit particularly from the avail. 
ability of the computing equipment. The 
University has 15 departments carrying 
on research which can be aided by the 
computing facilities. 

To date, the center’s research load has 
been the heaviest, but University officials 
expect educational use to grow as the 
machine is more fully utilized for teach. 
ing by the various departments. Classes 
in learning operation of the computing 
equipment have priority over other proj- 
ects. 

William H. Zimmer, executive vice 
president and treasurer of the Cincinnati 
Gas & Electric Company, and a member 
of the Cincinnati Control, had the initial 
idea for the sponsorship of the Center 
and he has maintained an active interest 
in the project since 1956. The Cincinnati 
Control believes that the interest it has 
taken in this activity will pay large divi- 
dends to the Cincinnati business commu- 
nity as the use of electronic data process- 
ing expands. 


Controller Communication with Top Management 


(Continued from page 161) 

Simply transmitting a report by mail or 
messenger without interview, discussion 
or follow-up is in many cases inadequate. 
On the other hand, individual discussion 
of every report with every recipient is out 
of the question. So, some compromise has 
to be worked out. This might involve 
scheduled group meetings at which a re- 
port could be generally explained and 
discussed and possible supplementary 
meetings with individuals to go over par- 
ticular points and make sure the report 
was clear to the recipient and gave him 
the information he wanted. It is essential 
that an adequate follow-up of reports be 
made to make sure the men who got them 
understand them, accept them and use 
them. If this is accomplished, we have 
built a reporting system that really com- 
municates. 


MAKING REPORTS TIMELY 
Timing is perhaps the most common 





source of complaint concerning commu- 


nications that we hear from executives. 
By timing, we mean both the frequency 
of preparation and the most appropriate 
point in time at which the report should 
reach the recipient. We know that some 
reports need to be prepared daily, others 
weekly and still others monthly, quarterly 
or semiannually. The circumstances in 
each case determine the frequency of 
preparation. The purpose of the report 
and the use to which it is put determine 
the urgency of delivery. The man in 
charge of a basic operation generally wants 
his information “red hot’; on the other 
hand, top management may not need 
most of the summary data on cost vatt- 
ances and other matters until after the end 
of the month when such summaries con- 
vey information which has already been 
supplied to the man responsible for in- 
stituting prompt corrective action. 

Stale information does not help any- 
one to do a better job. A good report can 
and should point the finger straight and 
promptly at responsibility for good or bad 
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erformance. But of itself it will do no 
ood unless it reaches the hands of those 
in authority with the knowledge to take 
at the right time whatever corrective ac- 
tion may be needed. 

If there is a problem in your company 
of getting reports submitted promptly to 
make them of real value, it is high time 
that you take a good look at your proce- 
dures and determine where the bottle- 
necks exist. Perhaps you may find that the 
procedures in effect place primary empha- 
sis on accounting refinements rather than 
control and that the emphasis should be 
reversed. For example, the more extensive 
use of estimates might speed up the re- 
ports or in some cases you could advance 
your closing deadlines in order to expe- 
dite the completion of the final data. But 
you must approach your survey of the 
situation with the prime objective of get- 
ting information to top management while 
it has real control value if the communica- 
tion system is to be effective. 


AN ILLUSTRATIVE 
PROFIT CONTROL REPORT 

In illustration of some of these points 
I might tell you briefly about a reporting 
system used by a large steel company. In 
this particular case, monthly reports, iden- 
tified as ‘‘profit control’’ reports, are 
prepared for each major area of the busi- 
ness, i.e., administrative, sales and operat- 
ing. Each report contains a combination 
of interpretive comment, charts and state- 
ments. For example, the profit control re- 
port to top management contains, first, 
two pages of interpretive comment, which 
are presented under the following side 
captions, designed to arouse the interest 
of the nonaccounting executive: 


1. The profit story for the month. 

2. Our leading problems. 

3. Our present financial situation. 

4, The activity that contributed to the 
results for the period. 

5. What to expect in the near future. 


In these comments, the “exceptions,” the 
important matters which require manage- 
ment’s immediate attention, are stressed. 
Following this two-page summary is a 
series of either statements, charts or graphs 
setting forth in a clear, concise and direct 
manner the financial and operating data 
of importance to top management. These 
include so-called profit control charts 
showing, in organization chart form, how 
each responsibility contributed, or failed 
to contribute, to planned levels of respon- 
sibility. In each case, the volume of mate- 
tial has been substantially reduced with 
4 corresponding increase in its effective- 
ness. 


A PROGRAM FOR REVIEWING THE 
EFFECTIVENESS OF THE SYSTEM 

I should like to offer a few suggestions 
of how to approach a survey of your re- 
porting and control system. 
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First, this is not a part-time job. If you 
can, assign to it, full time, a member of 
your staff or a member of the systems and 
procedures staff if one has been organized 
in your company, or engage an outside 
specialist in management reporting and 
control techniques. They will visit each 
department where planning and control 
reports are originated for the purpose of 
gathering certain basic information con- 
cerning each report. 

In order that the information desired 
may be accumulated in an organized man- 
ner, it is helpful to design a simple form 
on which can be recorded for each report 
the following: 


. The title 

. Subject matter 

. Frequency of preparation 

. Period covered 

Number of copies 

. Distribution 

. Purpose for which prepared 
. Other pertinent data. 


SNNAYHRWN 


The reports should then be coded to 
permit ready reference and to identify the 
originating department. Having done this, 
classify the reports by subject matter and 
list them by classification on an analysis 
sheet with the distribution indicated in 
columns provided for each executive, de- 
partment head or supervisor who receives 
copies. This classification will serve as a 
basis for discussing the reports with the 
persons who use them (or maybe don't 
use them!) and produce information to 
determine if the report is serving the pur- 
pose for which it was intended and if it is 
adequately meeting the recipient's needs. 

Of course, the report analyst will have 
studied the reports in advance and will be 
armed with numerous leading questions 
about them. He should also be disposed to 
encourage those whom he interviews in 
frankly expressing their opinions and 
lend an understanding and willing ear to 
their suggestions. In this manner, the sur 
vey will disclose not only whether or nov 
the best techniques are in use and whether 
or not the system adequately meets the 
needs of the company, but will also result 
in numerous constructive recommendations 
for strengthening the communication sys- 
tem by those for whose benefit it is in- 
tended to operate. 

Although this type of review concerns 
itself only incidentally with the efficiency 
of the methods of report preparation, it 
never fails to disclose duplication of effort, 
unnecessaty copies, obsolete and unneces- 
sary reports, time-consuming procedures, 
etc. You will find that top management is 
very receptive to any project for the pur- 
pose of making the reports more simple, 
more clear, more timely, more readable 
and more effective for control purposes 
and to reduce the costs involved in their 
preparation. 
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Financial Aspects of Inventory Control 


(Continued from page 166) 


logical rotating count. One thing that has 
prevented this has been the difficulty of 
reconciling physical counts with book 
balances on tab cards. When our new 
RAMAC computer is installed, we hope 
this difficulty will become a thing of the 
past. 

Statistical sampling appears to be a 
profitable way to reduce cost of inventory 
taking. For two years we have handled a 
large inventory of rough castings using 
the sampling technique. Our mathemati- 
cians first worked out a bona fide formula 
which is acceptable to our auditors. This 
saves us many hours of arduous physical 
counting. There is a strong possibility 
that we might use this technique on our 
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main inventory before too many years 
have passed. 

Incidentally, aside from pure inventory 
control matters, a little concept that has 
proven very useful to us is the idea that 
our manufacturing costs should be reck- 
oned only on an out-of-pocket basis when 
deciding whether to buy or make. With 
depreciation, supervision and other fixed 
overhead ignored, it is surprising how 
Many times you reject a subcontractor’s 
apparently attractive price. 


THE NEWER IDEAS FOR THE FUTURE 
Finally, I should like to comment briefly 

on a few of the newer ideas which will 

lead the way to future profits through 
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ASSISTANT TO PRESIDENT 
CONTROLLER-TREASURER 
Financial, administrative executive offers 20 
years of diversified top-level experience, func- 
tioning with management group. Practical 
experience includes organization planning, 
banking relations, SEC, underwriting activi- 
ties, developing expansion and cost-reduction 
programs; analyzing and interpreting costs, 
budgets, inventory and financial controls, all 
phases of general accounting, internal audit- 
ing, systems, procedures, taxes, comprehensive 
reports. Certified public accountant. Will 
travel from New York home base. Salary 

open. Box 2341. 


CONTROLLER-TREASURER 
Imminent liquidation of a major multiplant, 
multicorporate manufacturer makes immedi- 
ately available a financial and administrative 
executive, extremely well qualified and fully 
experienced in all phases of complex corpo- 
rate accounting and finance. Budgets; financial 
and management planning and controls. Au- 
diting, taxes, systems and procedures. Com- 
prehensive reports. Proven, cost-conscious ad- 
ministrator. Credits. Member CIA. Resume 
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on request. Relocate. Box 237 


FINANCIAL EXECUTIVE 
Controller with 20 years of management ex- 
perience in diversified industries is seeking 
a position with a challenge calling for mature 
judgment and ability to properly organize 
both work and personnel for effective operation. 
Trained and experienced in all phases of ac- 
counting and management. Box 2380. 


EXECUTIVE ACCOUNTANT 
Twelve years’ public and private accounting 
experience, currently and for several years 
associate controller of moderate-sized manu- 
facturing company. Age 34. College trained 
in accounting and finance, advanced degree 
in business management. CPA (New York 
State). Accustomed to comprehensive respon- 
sibilities in management controls and super- 
vision of integrated department. Box 2381. 


CONTROLLER-TREASURER 
Financial and accounting executive with 20 
years of broad experience in process and 
standard costs, budgets, forecasts, systems, 
controls, multiplant accounting, statements, 
taxes, insurance, credits and government con- 
tracts. Age 44, married, will relocate. Salary 
five figures. Resume on request. Box 2383. 


CONTROLLER OR ASSISTANT 


MBA, excellent background with strong ex- 
perience in cost, budgets, management con- 
trols, financial forecasts, general accounting. 
Many years with large U.S. and European 
companies. Especially interested in assign- 
ment in Europe. Resume on request. Box 2384. 


CONTROLLER 
ASSISTANT CONTROLLER 


B.A., M.B.A., ten years’ public and private 
accounting experience. Controllership, office 
Management, supervision, corporate adminis- 
tration, production, IBM, budgets, systems 
and procedures, cost systems, statements, and 
insurance with multiplant operations. Inter- 
national and Stock Exchange corporations. 
Proven ability. Box 2385. 
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more scientific inventory control. Today 
there is much advanced thinking being 
done in the field of operations research 
which is a mathematical approach to the 
logic of business decisions. One phase of 
this, known as “linear programming,” jg 
already being used by many of the larger 
and more forward-thinking companies, to 
arrive at the best stockroom locations, best 
plant locations, etc. 

Still another advanced theory, now be. 
ing explored, is the matter of simulation, 
As you know, it is now possible to simp. 
late with either mathematical or physical 
models the hypothetical performance of 
systems or machines for pre-testing under 
realistic-type working conditions. At the 
present time, considerable thinking is be. 
ing applied to mathematical models which 
could be used for a given company in 
conjunction with its electronic computer. 
Knowing the production schedule te. 
quirements, plant facilities, and present 
decision rules, it would be possible to 
simulate mathematically the actual per. 
formance of your production and stocking 
function. The computer could then create 
the optimum set of decisions for each day 
before starting production. This is cer- 
tainly blue-sky thinking, but shows what 
the future holds for us. 

Many companies could utilize the tax- 
saving advantages of the LIFO method 
of inventory accounting. Within recent 
years, the application of this technique 
has been broadened so that it is adaptable 
to a wide range of manufacturing com- 
panies. 

It is my opinion that the advent of 
electronic data-processing systems will 
make a great step forward in speedier 
customer service, more efficient production 
and lower inventory. To this end, our 
own company has recently obtained an 
IBM 305 RAMAC computer. This ma- 
chine has the ability to maintain, among 
other things, our entire inventory control 
system, to give immediate answers on 
stock balances, etc., for any item in inven- 
tory, updated to the moment of inquiry; 
to accelerate order entry, procurement and 
stock-picking ; to flag out dangerous situa- 
tions; to make simple, logical decisions 
according to our pre-set instructions; and 
to advise us of any unusual steps it has 
taken. 

Two final thoughts which might be of 
interest—there is an excellent book pres- 
ently on the market in which we have 
found a number of useful tools. That 1s, 
Welch’s “Scientific Inventory Control,” 
put out by the Management Publishing 
Company. In it much can be found con- 
cerning the mathematical approach to in- 
ventory problems. Finally, you can get 
valuable suggestions from your outside 
accountants. The auditing firm, which 
services our company, loaned us an ex- 
cellent sound film on the subject of inven- 
tory control which proved quite helpful 
to us. 
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